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PROTECTION MUST FIT 


the product and the place 


In West Africa the farmer protects his grain in caches atop poles. 
He knows local conditions! 


For the sound insurance protection of your business overseas 
the American Foreign Insurance Association knows local 
. not only in Africa but in practically all 
countries where your properties may be located. 


This knowledge continually flows into AFIA head- 


conditions, too. . 


quarters from more than 600 branch offices and agencies 
throughout the world. It is your assurance that when 
your fire, marine, casualty or surety protec- 
tion has been prepared by AFIA, full 
consideration has been given to important 
local factors which could vitally affect your 
business security abroad. 


Ask your local insurance agent 
or broker to bring your foreign 
insurance problems to AFIA. 





































AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e New York 38, New York 


CHICAGO OFFICE . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DALLAS OFFICE ..... Mercantile Bank Building, 106 So. Ervay Street, Dallas 1, Texas 
LOS ANGELES OFFICE .......... 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . Russ Building, 235 Montgomery Street, San Francisco 4, California 
WASHINGTON OFFICE . . Woodward Building, 733 15th Street, N.W., Washington 5, D.C. 



































The school’s 24-page catalogue 

is available free upon request. 
Address your card or letter to 
| the Secretary, IAS.... 














The IAS STUDENT 


Beticutarty in: the field of adult education, a 
school is dependent for its good name upon the 
accomplishments of its students. 


e We are proud of the continuing success of thou- 
sands of IAS students both in business and in pub- 
lic accounting practice. The chief purpose of this 
message is to acknowledge their achievements* 
with respect and appreciation. 


e IAS students in general are exceptionally well 
qualified to pursue effectively a study program de- 
signed for adult education. They are mature; a 
recent survey showed an age range of 18 to 59, 
an average of 31 years. Most are married and 
hold responsible office jobs. 


e Many are college graduates; 7,641 college 
graduates enrolled with IAS during the five years 
1951-55. 


e The very fact that a man has completed a com- 
prehensive home-study course indicates ambition, 
self-reliance, willingness to work hard, and self- 
discipline. Sincerity of purpose is clearly demon- 
strated in that each student pays his own fee. 


e Qualities like these are not common today. That 
IAS men and women students possess them to a 
marked degree helps to explain why so many of 
our former students are found among the leading 
accountants throughout the United States and 
Canada. 


*For one example, more than 1,900 of those who passed CPA 
examinations during the five years 1951-55 had obtained all 
or a part of their accounting training from IAS. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ® CHICAGO 6, ILLINOIS 
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Advertising Manager 


In its editorial consideration, THE COoN- 
TROLLER is guided by the following concept of 
modern controllership, as promulgated by Con- 
trollers Institute of America: 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital inwestment and financing, together 
with the necessary procedures to effectuate the 
plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 


=i 


i) 
) 


P 


Member 
Magazine Publishers 


Association, Inc. 


198 




















Contents for May 1956 


FEATURES Page 

COST OF CAPITAL. A Report Prepared by the Finance 

Management Committee, New York City Control, Controllers 

AnatUIe OH AMONCO, c.g ss, ee ee cae ed Se DOE 
CURRENT CONSOLIDATED RETURN PROBLEMS— 

Don J. Summa... eitee A ee sa Ge a ee 
DECIDING UPON AN ELECTRONIC DATA-PROCESSING 

SYSTEM—Wesley S. Bagby Sees « 26 
ESTABLISHING POLICY FOR FINANCIAL COPY— 

Jules A. Schwertz .. ep ieen te E 222 

DEPARTMENTS 
SRRESPONDENCE 5) ey Ye GN es eo ak eR ee ee 1200 
SCANNING THE SCENE—Paul Haase . : 3. oe 208 
WASHINGTON NEWS—Benjamin R. Makela 2 224 
PAGING THEINEW BOOKS.) o8. « & oso ee Boe 6) 2 epes 
ELECTRONICS IN BUSINESS: 
A Case Study in Planning at the Port of New York Authority 
Reviewed by J. W. Haslett 

RESEARCH NOTES 244 
PERSONAL NOTES 3 246 
ORFORTUIMITIES cc «6 « «© < @ .» &. ~«» eskibea) 2322 some 


THE CONTROLLER. Published monthly by Controllers Institute of America, Inc. Publication office, 
73 Main Street, Brattleboro, Vermont. Editorial office, Two Park Avenue, New York 16, N. Y. 


Entered as second class matter at the post office, Brattleboro, Vt., September 1, 1937, under the 
act of March 3, 1879. Subscription $6.00 a year. 2 years $10.00. Single copy 60c. Address sub- 
scriptions (and notices of change in mailing address) to the Circulation Manager care of the New 
York office. Advertising rate card available upon request to the Advertising Manager. 


Change of address should be sent before the first of month preceding the issue to be changed. 


The editor will be pleased to review manuscripts submitted for publication, but will not be re- 
sponsible for loss in transit or otherwise. The views expressed in the various articles are those of 
the authors and not necessarily those of the Controllers Institute of America. Printed in U. S. A. 


VOL. XXIV, No. 5 Copyright 1956 Controllers Institute of America, Inc. MAY 1956 

















thi 



































MR. CONTROLLER: 
check 


these figures... 





and make it 


Your company can do more business overseas 
by savings in transportation for your foreign 
customers! 


Air Express International has specialized in making 
ocean-air comparisons for overseas shippers to prove that 
AIR IS OFTEN CHEAPER THAN OCEAN! Your 
company can save on shipments to your overseas branches 
... you can gain the good will of customers abroad . . . 
and sell them much more .. . by saving them THOUSANDS 
OF DOLLARS through converting their ocean shipments 
to air. You’ll improve your competitive position, too! 

Let AEI make ocean-air cost comparisons for you. 

Let AEI tell you the whole story through its folder, 
“Water on the Brain.” It gives an item-by-item comparison 
of air and ocean costs. It shows innumerable ways the 
air shipper saves. It will show you the modern way .. . 
the fast way .. . the cheapest way to ship and to expand 
markets overseas. It will show you how air movement 

on one shipment valued at $17,190 from New York 

to Caracas, Venezuela, 

SAVED 9 DAYS’ DELIVERY TIME AND $2.306.46! 
Complete coupon TODAY! On your next overseas 
shipment . . . you’ll make it PLANE! 

Ask about AEI’s Golden Rocket Service — fastest 


across the North Atlantic — with next day arrival 
in Europe! 






= 
AEl 


CY AIR EXPRESS 
INTERNATIONAL CORP. 


90 Broad St., New York 4, N.Y. « BOwling Green 9-0200 





the world’s first AIR EXPRESS INTERNATIONAL NETWORK— 
not affiliated with any other air express company 








Comparison of Shipping Costs 
OCEAN vs. AIR 














From New York to 

Caracas, Venezuela OCEAN AIR VIA AEI 
Total Charges $7947.83 | $5641.37 
Total Time in Transit 2 weeks 5 days 











On just one shipment . . . this shipper saved 
9 DAYS’ DELIVERY TIME AND $2,306.46 


Air Express International Corp. 
90 Broad St., New York 4, N. Y. 
Gentlemen: 

Send me the following — 

C] “Water on the Brain’’ Folder 
(_] Golden Rocket Folder 

(_] Other FREE Literature 











Name Position 
Firm Name 

Address 

City Zone State 












SUM-OF-THE-YEARS-DIGITS 


Editors, THE CONTROLLER: 

We have received an enquiry which is 
proving something of a problem and we 
wonder if you might be able to assist us. 

One of our members is employed by an 
American controlled company in this 
country and has been asked to obtain in- 
formation on a system known in America 
as “the sum of the digits method of de- 
preciation.”” So far we have been quite 
unable to track down the source of this 
method and if you could help us it would 
be much appreciated. 


L. W. MILLETT 
Assistant Secretary 
The Institute of Cost 

and Works Accountants 
63, Portland Place 
London, W.1. 


The “sum-of-the-digits”’ method of de- 
preciation is a variation of the declining- 
balance method. While the technique is not 
new, it has received a great deal of publicity 
in recent months because the U.S. Revenue 
Code of 1954 gave the taxpayer greater free- 
dom in the selection of depreciation methods 
than he has ever had before. 

A brief description of the method is that 
the annual depreciation deduction is applied 
by using a fraction of original cost or the 
difference between cost and scrap value. The 
denominator, which remains constant, is 
computed by adding together the numbers 
of all the years of the useful life of the asset; 
e.g., 6-year life: 1+2+3+4+4+5+6=21 
The numerator is the number of years of 
useful life remaining, including the year for 
which the deduction is being taken; e.g., 
6/21 for the first year, 5/21 for the second 
year down to 1/21 for the last, or 6th, year 
in the example. 





22 THAMES ST., NEW YORK 
WOrth 4-2900 NY 1-3167 








All of these reasons... . 
“Printed by Pandick” a guarantee of the finest and most complete 
printing service available. For more than 30 years, we have printed 
thousands of important documents such as Registration Statements, 
Prospectuses and Annual Reports. 


Whether your corporation has the smallest or the 
largest financing on record, Pandick Press provides you with the 
highest quality printing service obtainable. 


Pandick Press, Ine 


Established 1923 


Leaders in Financial Printing Since 1923 


and more . . . make 


71 CLINTON ST., NEWARK, N. J. 
MArket 3-4994 
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The advantage of the method is that it 
gives almost as high a deduction as the de. 
clining-balance method in the early years 
and allows the taxpayer to write off i00% 
of the cost over the useful life, even though 
the deductions diminish each year. 

It is probably safe to say that during the 
last year every reputable financial and 
accounting magazine in this country has 
carried articles on the sum-of-the-digits 
method. We would suggest that you consult 
the articles beginning on page 18 of our 
January 1955 issue and page 418 of our 
September 1955 issue. 

—The Editors 


SECTION 51 


Editors, THE CONTROLLER: 


You have undoubtedly seen page 81 of 
the March 1956 issue of the Journal of 
Accountancy which contains “The Tax 
Clinic,” edited by James J. Mahon, Jr. He 
devotes three paragraphs to Dr. Holzman’s 
article on ‘Reasons for Retention of Earn- 
ings,’ which appeared in the September 
1955 issue of THE CONTROLLER. He con- 
cludes: “Dr. Holzman’s excellent study 
can save hundreds of hours of research for 
any tax man fearful, threatened with, or 
confronted by a Section 51 imposition.” 

As a tax man, I want to congratulate Dr. 
Holzman and you for a fine article. 


J.D. 


RETIREMENT POLICIES 


Editors, THE CONTROLLER: 

I read with interest the comments in the 
April issue of THE CONTROLLER (Scan- 
ning the Scene, page 153) about the con- 
sideration being given to post-retirement 
programs for company workers and also 
reconsideration by many companies of 
fixed ages for retirement. 

In a recent article on this subject, I 
noted that one well-known company has 
scheduled informal conferences with each 
employe for five years before his retire- 
ment. In these conferences, usually once 
a year, the employe is given a clear under- 
standing of his retirement benefits, as well 
as the Social Security payments he is en- 
titled to, and he is offered a variety of as- 
sistance regarding his finances, travel 
plans, etc. 

I understand that at least two or three 
companies have given their workers the 
privilege of coming in on theiz own sched- 
ule for a period, usually three months, 
prior to the retirement date; and that an- 
other company has arranged for a four-day 
week for workers due to retire during the 
following year in addition to providing a 
“retirement school” in which the forth- 
coming retirement is reviewed from finan- 
cial and activity standpoints. 

Perhaps the most interesting develop- 
ment is a proposal by Dean J. E. Gates of 
the University of Georgia’s College of 
Business Administration, who recom- 
mends recruitment of top- and middle- 
echelon business executives for jobs in 
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Someone Has Dreamed 
About it if it’s a truly 
fine office—and carefully 
considered flow of work, 
relationship of work areas, 
even the desirable proximity of 
divisions. Then he put those plans 
on paper and did it so easily because 
he had at hand a Security Plan Rule. 
He Has Provided a finer office too, if he 
has specified Security Crestline— 
desks, files and tables, available in a fine 
range of colors—for this superb equipment 
is engineered throughout for top efficiency 
and built for the practicality of life-time service. 


a fine office 


DOESNT 
JUST HAPPEN 


OFFICE=PLAN—RULE 


SECURITY STEEL EQUIPMENT CORPORATION 
530 Middlesex Road, Avenel, New Jersey 


Please send me your full color brochure and your Office Plan Rule. 





SEND TODAY, on your letterhead, for a 











folder in full color showing the 4 superb Name Title. 
lines—Crestline—T.D. Series—4 Leg Line— 

Versa Line—and the Security Plan Rule Compony 

which will help you greatly, in doing a fine parr ee 





new office or rearranging now, for greater 
efficiency and satisfaction. City Zone____State. 














FOR THE CONTROLLER 


by Gerald L. Phillippe 


by Joseph J. Schofield 


by Paul F. Swantee 








higher education during the two or three 
years preceding retirement. This could 
provide an interesting supplement to the 
individual's earnings as well as giving the 
educational world the benefit of the in- 
dividual’s long experience in business. 

More power to them all—and particu- 
larly to our retired citizens! 


B.T x. 


POINT OF NO RETURN 


Editors, THE CONTROLLER: 

We certainly enjoyed reading Monro 
Corbin’s “Operating Statements: Get 
Them While They're Hot,” which was 
published in the November 1955 issue of 
THE CONTROLLER, because it was ex- 
tremely well written and, from a selfish 
viewpoint, we thought it reflected our own 
method of operation. For these reasons, I 
gave my issue of the magazine a wide cir- 
culation, so wide in fact that I am sure I 
will not get it back. 

Would you have another copy of this 
particular issue that I may have for my 
files ? 

RAYMOND KNEFEL 


Broderick & Bascom Rope Co. 
St. Louis, Mo. 


%& DOING BUSINESS ABROAD 


Forthcoming Features 


IN THE CONTROLLER 


te AN EXECUTIVE DEVELOPMENT PROGRAM 


%& THE “ANTICHANCE FACTOR” IN BUSINESS 





OPERATION LOGIC 
Editors, THE CONTROLLER: 


A couple of our boys have carefully 
studied the new Port Authority Case Study 
and they are most complimentary. 

However, they have been plaguing me 
for the solution to the problem shown in 
Exhibit 6 concerning the 12 billiard balls. 
They are arguing that there is no answer. 
I don’t know it either but I thought if 
there was, you would be happy to pass it 
along so I could maintain my self-respect. 
I always contend that if I don’t know the 
answer I know the guy who does so I'll ap- 
preciate your early solution. 


HAROLD A. KETCHUM 

Vice President and Controller 
Fasco Industries, Inc. 
Rochester, N. Y. 


We don’t know the answer but perhaps 
some of our readers do. The problem is re- 
printed from page 41 of “Electronics in 
Business: A Case Study in Planning at the 
Port of New York Authority,” published by 
Controllership Foundation. 

We understand that more than 20 admis- 
sible solutions have been developed. As soon 
as we get a good solution we will be glad to 
publish it. —The Editors 
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The Problem of the Twelve Billiard Balls 


This is a test of logic. There are no tricks 
or gimmicks. We want to see whether you 
can think a difficult problem through, ar. 
rive at a solution and put it down on paper 
in a clear, understandable, and orderly way. 

There are a dozen billiard balls, identical 
in size, identical in appearance, but not iden. 
tical in weight. One of them is slightly off, 
either heavier or lighter, you don’t know 
which. You are given a pair of balance 
scales, the kind that have no weight indi- 
cator, merely two balanced pans. ‘Use these 
any way you wish,” are the instructions, 
“but you can’t use them more than three 
times.” 

Can you find the off-weight ball in the 
identical-looking dozen? And tell whether it 
is heavier or lighter than the rest? 

The billiard balls are numbered 1 to 12, 
To begin, you might put 1, 2, 3, and 4 in 
one pan of the scales; 5, 6, 7, and 8 in the 
other. If they balance, then the short-weight 
or long-weight ball is one of the others. 
So you weigh 9, 10, and 11 in one pan, 
against 1, 2, and 3 in the other. If they 
balance, then the off-weight ball is clearly 
Number 12. So you just weigh that one 
against ball Number 1, and there you have 
it: you know whether it is lighter or heavier. 

But of course things may not work out 
just like that. In your second weighing, 9, 10, 
and 11 weighed against 1, 2, and 3 may not 
balance. How would you proceed in that 
annoying case? Worse still, the eight balls 
you weigh the first time may not balance. 
Then you've got to find the off ball among 
those eight—and you can use the scales 
only twice more. That’s worse and more of 
it. Still, it can be done. 

You have two hours for this problem. 
Even if you don’t arrive at the final answer, 
turn in all your scrap paper. We are inter- 
ested in how you approached the problem. 


BNA STORY 


Editors, THE CONTROLLER: 


In the February 1956 issue of THE 
CONTROLLER there is a statement made 
on page 72 under the caption “Washing- 
ton’ as follows: 


“Payments under voluntary sickness 
benefit plans are not excludable from 
the employe’s taxable income.” 


This statement does not agree with our 
interpretation of the income tax law and 
we would appreciate your giving us fur- 
ther explanations. 


W.W. J. 


The item in question was picked up ver- 
batim from page 3 of the December 21, 1955 
issue of Daily Report for Executives, pub- 
lished bv the Bureau of National Affairs. 
In that same issue, on page H-1, a more de- 
tailed treatment is given. The ruling is by 
the U.S. District Court, Western Kentucky 
and the partial text of the opinion, as quoted 
by BNA, says nothing about Section 105 
(D) of the IRC. Our item was based en- 
tirely on the BNA story and we are certainly 
sorry that it is misleading. 

—The Editors 
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Are Postwar Profits Overstated? 


How do postwar profits of American manufacturing cor- 
porations compare with the predepression record? Accord- 
ing to a current study by the Machinery and Allied Products 
Institute, and allowing for adjustments for the shrinkage 
of the purchasing power of the dollar due to inflation, post- 
war profits have represented a far thinner margin on either 
income produced or sales than prevailed in the predepres- 
sion era. For the decade since World War II ended, profits 
as a percentage of income produced have averaged 10.6 as 
against 19.4 during 1925-29. 

The study concludes that manufacturing corporations 
have been overstating their postwar profits since, during 
the postwar decade, the aggregate of such profits exceeds the 
corrected figure by 28%, or $21 billion. 

According to the MAPI report, corrected postwar profit 
as a percentage of corrected net worth has averaged almost 
as high as in 1925-29, and excluding the reconversion year 
1946, when profits had not yet hit their stride, the average 
is precisely the same as for the earlier period. 


Our Aging Population 

In the 15 years, ending 1955, the number of U.S. resi- 
dents in the ‘‘dependent’’ age brackets for every 100 of the 
“producer’’ group rose from 6o to 73, according to a pop- 
ulation analysis recently compiled by the National Industrial 
Conference Board. The high birth rate combined with the 
proportion of growth of older persons was cited as being 
responsible for the sharp rise. 

The increase in the dependency ratio over the past 15 years 
reversed the trend of the first four decades of the century. 
From 1900 through 1940 the number of dependents per 
100 producers had fallen from 80 to 60. It was pointed 
out that the drop was due to a sharp decline of persons 
under 18. 

The study indicated that the population group over 65 
has actually been accounting for an ever-larger share of the 
population through the past half century. Persons in the 
over-65 bracket now constitute 8.5 per cent of our total 
population, compared with only 4.1 per cent at the turn of 
the century. 

. Our national work force has likewise grown older, accord- 
ing to the survey, which revealed that today 35 per cent of 


all persons in the productive work force are in the 45-64 age 
bracket. 


Wanted: Budgetary Reform 


A call for early Congressional action to implement the 
budget and accounting reforms recommended by the first 
and second Hoover Commissions was issued at a recent con- 
ference by former President Herbert Hoover who pointed 


= out that, in contrast to the reception accorded the earlier 


recommendations, most of the executive branch’s leaders 
approve the recent recommendations. 

A more effective budgeting system can restore to Con- 
gress the full control of the national purse, said Mr. Hoover 
as he cited one example of this “loss of control of the 
purse’’: an estimated $68 billion in unspent appropriations 
available to government agencies at the end of fiscal 1954 
which could be used by the agencies in future years without 
Congressional review. Approximately one third of the 
amount “‘has not even a suggestion of being obligated,”” Mr. 
Hoover added. 

The Commission's major recommendations, Mr. Hoover 
stated in his recent address, include proposals to strengthen 
the Budget Bureau; to adopt the performance budget based 
on functions, activities and projects; and, an annual accrual 
budget based on actual costs. In Mr. Hoover's opinion the 
Federal Government's accounting system also requires ap- 
pointment of an accounting director in the Budget Bureau 
whose responsibility would be the development of more 
modern accounting methods, and the appointment of con- 
trollers in more of the larger agencies to enforce policies 
and to advise on financial matters. 

“The benefits which would result from improved finan- 
cial management could reasonably be expected to amount 
to $4 billion,” according to Mr. Hoover. 

The recommendations of the Hoover Commission Task 
Force on budget and accounting were reviewed in the Octo- 
ber 1955 issue of THE CONTROLLER by Dudley E. Browne, 
a member of the Task Force, and comptroller of the Lock- 
heed Aircraft Corporation, Burbank, California. 

Businessmen and accountants have long complained about 
government spending, Mr. Browne pointed out, and “here 
in the budget process is a fine target for those who want to 
reverse the old Mark Twain quip about the weather and 
do something about government spending. . . . Control- 
lers and accountants bear a special responsibility for ac- 
complishing the reform suggested [by the Hoover Com- 
mission } for they are the ones who have worked out efficient 
accounting procedures in their own enterprises. Most of all, 
they can help turn the budget into a positive rather than 
negative influence.” 


Nothing to Report 
A special pronouncement by Mayor James W. Morgan of 
Birmingham, Alabama, declared that because ‘‘our citizens 
just plain need a rest’ he was designating a recent period 
as ‘‘National Nothing Week.” 
All those in favor signify by doing nothing. 
—PAUL HAASE 
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iS NOT A CHINESE FOOD! 


SUIAP IS the Simplified Unit Invoice Accounting 
Plan, a visible accounts receivable system that 
abolishes hand or machine-posted ledger records— ~ 
reducing accounting costs and increasing efficiency. 
Positive visible signal control of credit and collections 
— “gets the money in!’’ Vital accounts receivable 
asset is under 24-hour protection against loss by 
fire—at point-of-use! 

Hundreds of top executives, in nearly every type of 
business have investigated and switched to “‘money- 
saving” SUIAP. An eastern manufacturer has been 
saving $22,000 annually from the very first year SUIAP 
was installed . . .a midwestern industrial distributor 
saves $10,000. 

Why don’t you too investigate the details of this 
flexible waste-free system? Have your secretary drop 
a note, for Booklet KD554, to Room 1326, 315 Fourth 
Avenue, New York 10. 


DIVISION OF SPERRY RAND CORPORATION 
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Cost of Capital 


A Report Prepared by the Finance Management Committee, 
New York City Control, Controllers Institute of America 


The Finance Management Committee of the New York 
City Control of Controllers Institute recently completed a 
study of “How a Corporation Raises Capital.” (Published 
report appeared in the April 1956 issue of THE CONTROL- 
LER.) In its initial deliberations, the Committee contem- 
plated that a discussion of the “Cost of Capital” would be 
included in such report, but subsequent consideration indi- 
cated that this would unduly lengthen the report and that 
this phase of the subject could best be covered by a separate 
article. Accordingly, a discussion of “Cost of Capital’’* has 
been prepared by the Finance Management Committee. Re- 
visions were incorporated in accordance with suggestions 
from the other members and the Committee approved the 
material as a supplement to its earlier report on “How a 


Corporation Raises Capital.” 


METHOD OF DETERMINING COSTS 
The cost of capital to a corporation con- 
sists of: 


1. As to debt securities, the yield basis 
on which such securities are sold. This is 
not necessarily the fixed interest rate, for 
the debt may be sold at above or below its 
— amount. For example, a 10-year 
ond at 4% interest, sold at 98% of prin- 
cipal amount, less 4 of 1% of principal 
for expenses of sale (a net price of 
971%) would show a yield to maturity 
of 4.31%. Similar debt sold at 102% of 
ptincipal, less 14% for expenses, would 
yield 3.82% to maturity. 

A 20-year bond, sold at 97%, less 14% 
for expenses, would yield 3.74% to ma- 
turity, if the interest rate were 314%, 
while the same bond, with the same fixed 
interest rate, sold at 10114%, less 14% 
for expenses, would yield about 3.42%. If 
a debt security is sold at its principal 
amount then the yield to maturity is the 
fixed interest rate. It is these yields to ma- 
turity which represent the true cost to the 





* This article is directed to the costs of per- 
Manent capital rather than costs of short-term 
nancing. 


company of money raised by the sale of its 
debt. 


2. As to preferred stock, the yield basis 
on which such stock is sold. This is not the 
fixed dividend entitlement of the pre- 
ferred stock, but such annual dividend 
rate divided by the price per share at 
which the stock is sold (after first deduct- 
ing the expenses of sale). For instance, a 
5% preferred stock with $100 par value, 
sold at $97 per share, with $1 per share of 
sales expense, would have a yield basis of 
5.21%. The same stock sold at $102 per 
share, less the same $1 per share expense, 
would represent a yield basis of 4.95%. 
As preferred stock has no maturity, the 
yield is obtained by dividing the net price 
into the dividend rate per annum, without 
using the bond interest tables. 


3. As to convertible securities. In the 
case of securities convertible into common 
stock at the option of the holder (or 
carrying the long-term warrants to buy 
common stock) the interest or preferred 
stock dividend yield is usually somewhat 





lower than if the securities carried no con- 
version privilege or warrants. Here the 
purchaser of the securities is willing to ac- 
cept a somewhat lower return in order to 
obtain the advantage of a call on common 
stock somewhat above the market, for a 
considerable future period. 

This type of security is often attractive 
to institutions which could not legally (or 
would not, as a matter of policy) purchase 
the company’s common stock, but which 
can in this manner obtain the benefit of a 
potential common stock position, while re- 
taining a senior standing as to the princi- 
pal and income of their investments. But 
while companies may obtain lower money 
costs on their senior securities because of 
granting such conversion privileges, this 
benefit may be offset by having to issue 
common stock later at considerably lower 
prices than those existing when. conversion 
actually takes place, or when the warrants 
are exercised. Obviously, the securities will 
not be converted unless it is to the interest 
of the holder to do so, and the granting of 
options is, as a general rule, disadvanta- 
geous to the grantor unless adequately 
compensated. In the case of convertible 
securities, such compensation is assumed 
to represent such lower yield. 

The convertible type of era often 
represents an advantageous method of ob- 
taining funds (which the company expects 
will ultimately become common stock 
equity money through conversion), at 
times when the sale of common stock is 
not advisable. This type Of security is par- 
ticularly suitable where a corporation 
needs to increase its common wadisene 
but is unable to do so immediately, with- 
out unduly diluting earnings or risking 
reduction of its current dividend rate. The 
issuance of convertible securities gives 
such a company a breathing spell within 
which its earnings may be increased before 
conversions occur. Such increased earn- 
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ings would then be sufficient to support 
maintenance of the regular dividend rate 
on the greater number of common shares 
outstanding after conversion. 


4. As to common stock: (A) Sale of Ad- 
ditional Common Stock. The method of 
determining the cost of common stock 
equity raised by the company through sale 
of additional shares thereof is more diff- 
cult. The common stock capital cost is not 
the dividend yield since the purchaser of 
the new stock will be entitled not only to 
the dividends distributed but also to the 
benefit of his share in undistributed earn- 
ings. Perhaps the most customary manner 
of computing this cost is to take the net 
selling price per share (after deducting 
per share sales expense) and divide it into 
the earnings per share on a pro forma 
basis (i.e., including the new shares being 
sold by the company), for the most rea- 
sonable period of time applicable in each 
case. Usually this is the latest available 12- 
months period prior to sale of the stock. 

But, there are, necessarily, many vari- 
ants. For instance, if a company earned 
nothing for its common stock for such 
latest 12-months period, a different ap- 
proach is essential. Or, if a company has 
just experienced an especially good year or 
an outstandingly bad one, from the stand- 
point of earnings, then earnings for the 
latest period would not furnish a true test 
of value. Also, if prospective future earn- 
ings are reasonably foreseeable on a sub- 
stantially higher or lower basis, this must 
be taken into account. 

In some cases, particularly of the more 
stable types of industzial corporations, av- 
erage per share earnings (on a pro forma 


basis) for some lengthier past period, say 
three to five years, may be a better crite- 
rion. This relation of per share earnings 
to the net price at which stock is sold has 
always varied substantially as between: 
(1) Different times, (2) different indus- 
tries, and (3) particular companies in each 
industry. 

By and large, however, over a pro- 
tracted period of past years, a 10% return 
on common stock investment (or 10 to 1 
pfice-earnings ratio) may be considered as 
a very rough average cost of common stock 
money for all types of corporate enter- 
prise. 

Another, and different viewpoint of the 
cost of common stock capital, is that some- 
times taken by the stockholders, i.e., the 
effect of raising the new capital on the per 
share earnings pro forma. Of course, this 
would depend upon the amount of antici- 
pated earnings from the new capital, after 
all expenses and taxes, in relation to the 
amount of new capital raised. 

If the resulting per share earnings is 
above the previous figure, then the effect 
is favorable. If pro forma per share earn- 
ings will be lessened after a year’s opera- 
tion, giving effect to investment of the 
new capital, then an unfavorable immedi- 
ate result is obtained as regards the com- 
mon stockholders. 

The latter result should seldom occur, 
however, since it is axiomatic that a cor- 
poration will not ordinarily raise new cap- 
ital unless it expects to earn more on the 
investment thereof, after taxes, than the 
cost of the new capital. The exception to 
this general rule is where the company is 
willing to defer an adequate return on the 
investment for a period of time, where the 
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new investment is of a promotional char. 
acter. 

Common stock capital has no fixed 
charge in the sense of debt securities 9, 
preferred stock, and, therefore, has no spe- 
cific cost for accounting purposes. 

Broadly speaking, the sale of common 
stock has the effect of bringing new part: 
ners into the enterprise. Obviously, the 
more the corporation receives from the 
new investors (partners), the better will 
be the situation of the old partners, and 
vice versa. 

Some maintain that a sale of stock (un- 
less all the shares are taken by existing 
stockholders) at below the book value of 
the common stock (i.¢., capital and sur. 
plus) dilutes the stockholders’ interest 
and therefore should be avoided. This 
would be true if the book value represents 
realistic fair value at the time the stock is 
sold. But this is seldom the case. Book 
value usually represents primarily cost of 
assets—often acquired at different price 
levels and at various times, extending back 
over protracted periods. 

If common stock equity is required it 
would seem just as unwarranted to refrain 
from selling common stock, if the price to 
be received was favorable in terms of cur- 
rent market values, based on price-earn- 
ings ratio for recent periods, as it would 
be to refrain from selling any property re- 
quiring disposition, at a favorable price 
in relation to the then market values, just 
because such property had originally cost 
more than the current value. 

However, book value of stock is a fac- 
tor deserving consideration in selling ad- 
ditional common stock, and if it should 
reflect fair current values, then asale below 
that level would have a dilutive effect, not 
only theoretically, but practically as well. 

Where pre-emptive rights to stockhold- 
ers to subscribe, pro rata, for additional 
stock offered for cash, are provided for by 
law, or in the corporation’s charter, or are 
voluntarily granted to stockholders by the 
management, the price at which the stock 
is sold to its stockholders under such sub- 
scription rights would be theoretically un- 
important, if each stockholder is able and 
willing to take up his pro rata share of the 
new stock offering. 

When the common stock shares are 
publicly held, this never happens, so, as a 
practical matter, the company must give 
serious consideration to the amount of the 
discount off the then market, necessary to 
attract sufficient subscriptions to make the 
offering of the new shares successful. 

Stock sold under such “rights” is cus- 
tomarily priced anywhere from 5% to 
30% below the then existing market 
value. This “discount’’ is provided in or- 
der to induce stockholders to purchase 
their pro rata share of the new offering at 
a “bargain” price. Where stock is widely 

held by the public, many stockholders are 
unable or unwilling to exercise their rights 
and, accordingly, they arrange to dispose 
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of such rights in the market at the best 
price obtainable. Theoretically, the price 
so received should equal the existing dis- 
count of the offering price below the then 
existing market price. But, sometimes the 
rights sell higher or lower than the amount 
of this discount. Also, the market value 
of the rights will fluctuate during the 
rights period according to general or spe- 
cial conditions affecting the price of the 
stock. 

The subscription period is usually 
within a range of from two weeks to a 
month. Where the stock is underwritten, 
it is usually desirable, in order to reduce 
the underwriters’ “‘standby’’ charges, to 
limit the subscription periods as much as 
possible, and thus restrict the period dur- 
ing which the underwriters must stand by, 
ie. be prepared to take the unsubscribed 
stock without knowing what factors may 
affect the market. 

Generally speaking, it is undesirable to 
discount the stock too heavily from exist- 
ing market levels, as this results in exces- 
sive dilution of per share earnings which 
may have an adverse affect, marketwise, 
for some time to come. In recent years, it 
has been customary to endeavor to price 
the stock closer to the market, and insure 
the success of the offering by the use of 
such new techniques as: 


1. The sale of stock to the investing pub- 
lic (usually called a ‘‘lay-off’’) by the 
investment bankers underwriting stock, 
during the subscription period ; 

. The use of the “excess subscription” 
privilege, whereby stockholders are 
given the additional right to purchase 
shares in excess of their pro rata pro- 
portion, subject to allotment if there 
should be an oversubscription ; and 

3. The payment of compensation to in- 

vestment dealers to induce them to pro- 
mote the exercise of rights and for 
their time and trouble in handling such 


rights. 


bo 


The latter two techniques, while often 
used by utilities, have not been in general 
use by industrial corporations. Even where 
the offering is made to the public, without 
stockholder rights, underpricing of the 
offering below the then existing market is 
often essential. This is in recognition of 
the fact that the day-to-day dealings in the 
market reflect sale of relatively small quan- 
tities of stock, and that a somewhat lower 
price is often needed to attract interest in 
disposing of a larger block. 

(B) Retained Earnings. Where retained 
earnings are used to finance expansion, the 
effect is theoretically the same as if the 
carnings had been paid to the stockholders 
in dividends and then received back by the 
company from the stockholders by an of- 
tering of subscription rights. On this basis, 
retained earnings would have the same 
theoretical money cost as if a like amount 
of common stock had been sold. But this 
is hardly a practical approach to the prob- 


METHODS USED TO FILL EXECUTIVE VACANCIES 


The February 1956 issue of Management Methods reports 
an NICB survey on methods used to fill executive vacancies 


as follows: 


Method 


Per cent vacancy filled 


1. Pirating (men are hired from 


other companies ) 


i) 


urally come to the top) 
3. Consultant (candidates 


The automatic (able men nat- 


are 


studied, investigated, and rec- 


ommended by consultants ) 
unlikely 


4. Compromise (least 
candidate is appointed ) 


Si 


5. Merit (merit promoted from 
within the company on the ba- 
sis of demonstrated ability and 


favorable work records) 
6. Miscellaneous (attitude, 
lority, politic, etc. ) 


lem, since it is not practice to pay out 
100% of earnings in dividends. 

Some are inclined to consider that re- 
tained earnings have no cost, from the 
standpoint of the corporation. But regard- 
less of the proper theoretical view from 
the corporate angle, from the stockholders’ 
viewpoint, a cost must be attributed to 
these funds, since they comprise earnings 
which the stockholders are in effect rein- 
vesting in the enterprise. By such reinvest- 
ment, stockholders are foregoing a return 
on these earnings which they might obtain 
elsewhere if they received these earnings 
in cash. While it is difficult to ascribe a 
specific cost of capital to retained earnings, 
some such cost must be assumed since re- 
tained earnings, constituting a part of 
common stock equity (surplus) must be 
considered as a part of total capitalization. 

The foregoing deals with direct costs of 
capital. But there are also what might be 
termed indirect costs—items that may af- 
fect the direct costs. Most important of 
these are restrictive covenants contained 
in indentures under which funded debt is 
issued or in charter provisions defining the 
rights of preferred stocks. Such restric- 
tions may affect future capital costs to such 
a degree, in some instances, as to make it 
more economical for a company to finance 
at a higher rate without the restriction. 

For instance, a dividend restriction 
which prevents or lowers future common 
stock dividends can reduce market values 
to a point where the future cost of com- 
mon stock capital is substantially in- 
creased. Restrictions calling for excessive 
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ratios of current assets to current liabilities 
or for maintaining excessive amounts of 
net current assets, can hinder expansion 
or require additional financing, with at- 
tendant increase in capital costs. 

Space will not permit mention of many 
other restrictions which could prove of 
importance, but it will be seen from the 
foregoing that the impact of these indirect 
costs deserves careful consideration. 


ITEMS AFFECTING CAPITAL COSTS 
The elements affecting costs’ of capital 
include the following principal items: 


1. Market conditions; 

2. Stability of the industry (and, where 
common stock is involved, future earn- 
ings prospects) ; 

3. Stability of the particular company 
(and, where common stock is involved, 
future earnings prospects) ; 

i. Capital structure. 


The first three items are largely uncon- 
trollable by the issuing company, but the 
fourth is, generally, within the domain of 
company policy. 

Capital structure normally consists of 
debt securities, (divided into first mort- 
gage bonds and unsecured debt of various 
classifications), preferred stock, and com- 
mon stock. In some cases there may be sev- 
eral classes (or series) of debt or of pre- 
ferred stock. Also, certain unsecured debt 
or preferred may be convertible into com- 
mon shares. Generally, the simplest possi- 
ble capital structure is most conducive to 
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high investment rating, and consequently, 
to lower capital costs, but some companies 
with complicated capital structures (in- 
cluding various kinds of long-term debt, 
first and second preferred stocks, etc.) 
have compensated for lack of simplicity by 
a high degree of leverage, and, conse- 
quently, a reduced over-all capital cost for 
all their securities. But, while a compli- 
cated structure may temporarily produce 
lower over-all money costs, the best long- 
range results are often obtainable by 
simple capital structure, consisting of a 
single debt issue, or preferred stock and 
common stock. 

Industries still in a promotional stage 
or those of a “feast or famine’’ category, 
require more conservative capital struc- 
tures than longer established and more 
stable types of enterprise. In the former 
case, preferred and common stock, or com- 
mon stock alone, may not only be safest, 
but also produce lower money costs—on 
an over-all weighted average basis. 

As a matter of policy the company must 
determine its own capital structure, i.e., 
the proportions thereof which shall consist 
of debt, preferred stock and common stock 
respectively, and change such structures 
from time to time to meet varying condi- 
tions. In the case of new issues of securi- 
ties, such policy is necessarily limited by 
what the then market will absorb at a rea- 
sonable money cost. Debt securities are by 
far the lowest cost capital, particularly be- 
cause of their deductibility for income 
taxes. Then too, they represent a prior 
claim on both assets and earnings. 

Interest on debt securities, with sound 
corporations, may be assumed to run some- 
where between 3% and 5% at the present 
time. After giving effect to the benefit of 
the deduction of the interest for income 
tax purposes, this would reduce the net 
charge to the company at present tax rates 
to about 114% to 214%. This is obvi- 
ously much cheaper than preferred or 
common stock capital. Preferred stock div- 
idends are not deductible for tax purposes. 
The yield on preferred stocks of good 
quality industrial corporations varies from 
perhaps 4% to 6%, but utilities may ob- 
tain considerably lower than these average 
rates. For industrial corporations, under 


present tax rates, the cost of preferred 
stock money may run 214 or more times 
the net (after tax) cost of debt securities. 

The comparative table shows three 
highly hypothetical capital structures. Ex- 
amples I and III represent liberal and con- 
servative structures,* something of an ex- 
treme in each case, while example II is a 
median capital setup. The rates and struc- 
tures are submitted solely for comparative 
purposes, and as hypotheses which may be 
used to relate to the individual problems 
of a particular corporation. 

It will be observed that Example I 
shows a lower over-all capital cost than 
the other two. This is due to the larger 
proportions of lower cost securities, which 
more than offset the higher cost of the 
common. But it should be emphasized that 
neither “leverage” nor “conservatism’’ is 
a “one-way street.” Both are definitely 
two-way, with advantages and disadvan- 
tages which must be correctly evaluated to 
arrive at the proper conclusion in each in- 
dividual case. 

One disadvantage of the high “‘lever- 
age” capital structure (Example I) is that 
future borrowing power of the company 
may be choked off * excessive debt, while 
sale of additional common stock for future 
cash requirements would obviously be im- 
practical because of the excessive cost of 
the money. On the other hand, a structure 
such as the one indicated in Example III 
may be paying too high a price for high 
credit standing, and for protection against 
adverse future eventualities which are un- 
likely to occur. A “golden mean” may well 
be the most effective method of combin- 
ing the important elements of (a) low 
capital costs, (b) ability to, at all times, 
meet all obligations, and (c) sufficient 
flexibility to meet all reasonably foresee- 
able future financing needs. 


SOME GENERAL CONSIDERATIONS 
AFFECTING CAPITAL COSTS 

1. In setting up and constantly revising 
the capital structure, a long-range view 
should be paramount, rather than one of 
temporary expediency. A high “leverage” 
structure, with a high debt ratio, while re- 
sulting in maximum immediate return to 
the common stockholders, may prove in- 


HYPOTHETICAL CAPITAL STRUCTURES 





adequate under stress of unfavorable fy. 
ture business conditions. On the othe, 
hand, an overly conservative setup ma 
unduly penalize the present common 
stockholders for the benefit of those hold. 
ing the stock in the future, and may place 
too high a — on guarding to an un. 
necessary degree against dangers beyond 
those reasonably foreseeable. 

2. Today the emphasis is on unsecured 
rather than mortgage debt, and, accord. 
ingly, the basic security for payment of the 
principal and interest of corporate indebt. 
edness has shifted from property and as. 
sets to the earning power of the enterprise, 
The capital structure should, accordingly, 
be one that can resist the pressure of pe. 
riods of low earnings, and enable the com. 
pany to avoid defaults in principal or in- 
terest of debt, including sinking funds, or 
in the payment of preferred stock divi- 
dends. 

3. While utilities may safely count 
upon being able to refund from 60% to 
70%, or even more, of their mortgage 
debt at maturity, and may therefore plan 
their capital structures accordingly, the av- 
erage industrial corporation, with its wider 
variations in earning power, cannot afford 
the risk of being unable to support a te- 
funding of any substantial unpaid balance 
at maturity, and must contemplate repay- 
ment of principal primarily through earn- 
ings, without refinancing. There may be 
exceptions to this general rule among the 
larger and more stable industrial enter- 
prises, but it is, nevertheless, a wise one 
for the smaller, less stable corporations 
to consider. 

4. It is advisable that the capital struc- 
ture be such as to maintain at all times a 
reserve of borrowing power to meet un- 
foreseen emergencies or to take advantage 
of favorable acquisitions or expansion 
needs. 

5. In the last analysis, cost of capital is 
the rate of return required to attract in- 
vestment of the required cash under the 
then existing market conditions, as applied 
to each particular industry and each cor- 
poration operating therein. It is the over- 
all (or weighted average) cost of capital 
which is paramount. As shown by the 
three examples, a higher cost of money for 

(Continued on page 239) 

























EXAMPLE | EXAMPLE II EXAMPLE Ill 
Capital Ratio Capital Ratio Capital Ratio 

Debt 50% @ 5%% = 275 = 1375 30% @ 5% =150=> 75 10% @ 4% =40= 20 
Preferred 20% @ 62% = 1300 10% @ 6% = 60 0 

Common 30% @ 14% = 4200 60% @ 10% = 600 90% @ 8.5% = 765 
Weighted average cost of capital: 6.875% 7.35% 7.85% 
* Liberal structures are those including a relatively high proportion of debt or other securities senior 

to common stock. Conservative structures are those comprising large proportions of common stock equity. 
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New Shoes! 


Americans are the best-shod people in the 
world. Read how banks help. 


About six months ago the “Mary Janes” 
above were the flanks of a Hereford calf. 
To ready them for a party took the com- 
bined resources of tanners, manufacturers, 
retailers and a whole squad of bankers. 


What banks do 

Before it’s fitted snugly to your foot, a 
shoe is well-heeled with bank loans. The 
reason why goes briefly like this. The 
tremendous ingenuity developed by 
American shoe manufacturers is largely 
channeled into making an almost un- 
limited selection of rugged, inexpensive 
shoes. This requires mass production. 
Mass production requires ready money, 
and bank loans are one good way to meet 
that requirement. 


Bank loans help tanners buy up hides 
and process them. Bank loans, in turn, 
help shoe manufacturers stockpile great 
quantities and varieties of leather. They 
frequently free working capital for factory 
expansion and experimentation with new 
types of footwear. In the retail area, bank 
loans often help finance shoe store con- 
struction. Finally they help your dealer 
stock a shoe style and a size for practically 
every man, woman and child. 


Working money 
As you can see, bank help to the shoe 
industry means better fitting, more sturdy 
shoes for you. But it means more than that. 
Bank help to the shoe business, or any 
other successful home-grown enterprise, 





means that competitive banking has put 
the community’s idle funds to work. It 
follows that money at work means jobs 
for men and women, profits for investors 
and enterprising manufacturers... and a 
high standard of living for Americans. The 
Chase Manhattan Bank of New York, a 
leader in loans to American industry, is 
proud of the contribution banking has 
made and is making to the progress of our 
country. 


THE 
CHASE 
MANHATTAN 
BANK 


(MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION) 


(One of a series of advertisements appearing in New York City Newspapers) 
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Current Consolidated Return Problems 


Don J. Summa 


ETERMINING whether or not to file a 
D consolidated federal income tax re- 
turn for a group of affiliated corporations 
(joined by 80% stock ownership) is a 
matter which requires careful considera- 
tion. Usually, the question will arise where 
(a) one or more of the companies has a 
loss for the year or (b) large intercorpo- 
rate dividends have been paid, although 
many other factors will affect the final de- 
cision. It is desirable that the question be 
considered before the end of the year, and 
preferably before payment of any inter- 
corporate dividends. The expected advan- 
tage of a reduced tax burden that will re- 
sult from filing a consolidated return in 
such a situation must be offset against the 
immediate disadvantage of a 2% addi- 
tional tax imposed on consolidated net 
income. However, this 2% tax is not im- 
posed on income of a Western Hemi- 
sphere trade corporation, or on income of 
a regulated public utility. 

In addition to the current effects, future 
consequences should also be considered 
before a decision is made to file a consoli- 
dated return for a particular year. The 
more generally applicable factors to be 
considered are discussed herein, on the 





DON J. SUMMA is associated with the firm of Arthur 
Young & Company, certified public accountants, in their 
New York office. He is a CPA (N. Y.), a member of the 
American Institute of Accountants and the New York State 
Society of Certified Public Accountants, on whose Fed- 
eral Taxation Committee he is now serving. He lectures at 
his alma mater (B.A. and M.S. degrees), the Graduate 
School of Business and the Institute of Accounting at Colum- 
bia University in accounting and federal income tax courses. 
This article first appeared in the “Arthur Young Journal.” 


basis primarily of the new consolidated re- 
turn regulations which are effective for all 
years subject to the provisions of the In- 
ternal Revenue Code of 1954. The discus- 
sion will attempt to emphasize, particu- 
larly, sections of these regulations which 
might be overlooked or the full implica- 
tions of which might not be thoroughly 
understood. No attempt will be made to 
discuss the regulations in detail. 


Effect of Filing a Consolidated Return on 
Future Years’ Filing Requirements 

Filing a consolidated return requires an 
affliated group to make an election (in- 
cluding consent to be bound by the regu- 
lations then in effect), which is irrevoca- 
ble as long as the same affiliated group 
remains in existence, except upon the oc- 
currence of certain events. A new group is 
formed whenever a different corporation 
becomes the common parent corporation. 

One event which may permit a new 
election is an amendment of a Code pro- 
vision (including the expiration of a pro- 
vision) or an amendment of the consoli- 
dated return regulations, regardless of the 
effective date of such amendments. This 
is so only if the amendment occurs after 
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the due date of a consolidated return (in- 
cluding extended due dates) and makes 
the continued filing of consolidated re- 
turns substantially less advantageous to 
affiliated groups as a class. 

A new election is not permitted, how- 
ever, if an amendment merely imposes 
new burdens on all taxpayers or on certain 
groups of affiliated companies. It is neces- 
sary that the amendment affect adversely 
all affiliated groups filing consolidated re- 
turns as contrasted with all other corporate 
taxpayers. Since it does not appear that 
any such amendments to the Code or reg- 
ulations were adopted in 1955, the In- 
ternal Revenue Service has ruled that it 
will not permit affiliated groups which 
filed consolidated returns in 1954 to make 
a new election in 1955. This is so despite 
the fact that the consolidated return regu- 
lations under the 1954 Code were adopted 
in August 1955, since a general extension 
of time for filing 1954 consolidated re- 
turns had been granted to September 15, 
LOD). 

A previous election to file a consoli- 
dated return may also be revoked if a new 
corporation, other than one formed, di- 
rectly or indirectly, by the affiliated group, 
becomes a member thereof. There may be 
situations where the acquisition of a new 
company is motivated solely by tax consid- 
erations. When this is so, such acquisition 
may be ignored, as lacking a business pur- 
pose, in determining whether it qualifies 
as a change which might affect the filing 
of a consolidated return for a particular 
year. Therefore, despite the fact that a 
business purpose requirement is not spe- 
cifically set forth in the consolidated re- 
turn regulations, it appears that changes in 
corporate ownership which will affect 
either (a) the right to file separate re- 
turns, or (b) the amount of aggregate tax 
payable by the particular group of corpo- 
rations, should be examined before such 
changes are made to determine that they 
have economic justification, whether or 
not a tax saving is also available. 
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Restrictions Arising out of Changing 
Membership in Affiliated Group— 
New Member in a Group 

Addition of a new corporation to an af- 
filiated group results in the application of 
certain provisions designed to prevent the 
allowance of undue tax advantages. The 
effect in some cases, however, may be the 
denial of deductions which equitably 
should be allowed. 

A basic restriction prevents the allow- 
ance in a consolidated return of a net op- 
erating loss deduction of a corporation 
which filed a separate return in a prior or 
subsequent year, except to the extent of 
the income of that corporation included in 
the consolidated return. This restriction 
unfortunately is applicable even to a case 
where inclusion of a company in prior 
consolidated returns was not permitted 
because of inadequate ownership of stock 
and despite the fact that it is included in 
a consolidated return as soon as the re- 
quired stock ownership is obtained. 

Application of the restriction seems 

articularly harsh in the situation where, 
following the change in the ownership re- 
quirement from 95% to 80% by the In- 
ternal Revenue Code of 1954, an afhliated 
group for the first time included a corpo- 
ration which was, say, 85% owned for 
many years and which sustained losses in 
recent years. No loss carryover is allowed 
in such a case except to the limited ex- 
tent indicated above. 

However, if such a subsidiary together 
with other companies which had been its 
subsidiaries are included in the consoli- 
dated return and had previously consti- 
tuted a separate affiliated group which 
had filed consolidated returns, then the 
consolidated losses of that group would 
be allowable unlimited by this particular 
provision. 

Similar limitations apply with respect to 
net capital losses, but in this case no sav- 
ing provision exists granting special treat- 
ment for such losses of a prior subafhli- 
ated group. As a result, capital losses may 
be availed of only to the extent of each 
newly consolidated corporation’s separate 
capital gains included in subsequent con- 
solidated returns. It should be noted that 
liquidation of the subsidiary may, under 
Section 381 of the Code (dealing with 
corporate carryovers ), permit use of either 
operating or capital losses. 

Another provision limits the availability 
of certain losses (subject to some excep- 
tions) in the case of any addition to a 
group resulting from a change in benefi- 
cial ownership of a corporation joining 
the group after January 1, 1954. The date 
formerly was March 14, 1941, so that re- 
stricted losses similar to those which 
would have been disallowed under this 
Provision had they occurred in prior years 
may now be allowable. The losses so re- 
stricted include, among others, losses aris- 
ing out of sales or exchanges of capital as- 
sets, and fixed assets or business real estate 











“It's too bad Harry always 
hasta be such a sore loser!” 


to” 
HENDERS OM 


(Sec. 1231 transactions). 

It should be noted that with respect to 
such losses incurred by companies for- 
merly and still in the affiliated group, the 
restrictions may apply regardless of the 
time (before or after a new company’s 
affiliation) when the decline in value 
took place. 

For example, assume X Corporation 
purchases a company in 1956, thus form- 
ing an affiliated group of which it is the 
parent. X owns a building having a tax 
cost of $100,000. If the building is later 
sold during a consolidated return period 
for $75,000, the $25,000 loss may be al- 
lowable only to the extent of other income 
of X included in the consolidated return. 
This may happen even though the prop- 
erty was worth $100,000 at the time of 
affiliation, unless the Commissioner can 
be convinced that the deduction should be 
allowed. 

So, where losses are expected on such 
dispositions it may sometimes be prefer- 
able to abandon rather than sell such as- 
sets. This possibility is not available for 
losses arising out of indebtedness owed to 
the company, or with respect to securities 
owned by it which become worthless. 

In connection with changes described in 
the preceding paragraphs which result in 
the disallowance of losses, the regulations 
provide that the losses so disallowed will 
be treated, for the purpose of computing 
net operating loss deductions, as if orig- 
inating in a separate return filed by the 
company sustaining the losses. 

Though there may seem to be some 
ambiguity in the language of the provi- 
sion, it is clear that the loss carryback and 
carryover periods will be computed from 


the year in which the loss is actually sus- 
tained, not (as might possibly be read 
from the language of the regulations) 
from the years immediately preceding or 
following the years during which consoli- 
dated returns are filed. 

The purpose of this restriction is to 
make operative other provisions (referred 
to, in part, earlier) which limit the de- 
ductibility of losses carried into, and out 
of, consolidated returns by a company fil- 
ing separate returns in other years. 

It has been proposed by some taxpayers 
that the theory underlying the provisions 
of Section 381 of the Code should, in a 
case where a consolidated return is filed, 
permit relatively unrestricted use of the 
losses of the various affiliated companies. 
The Internal Revenue Service, however, 
apparently feels that there is a substantial 
difference between liquidating a com- 
pany and including it in a consolidated 
return and therefore has not permitted, in 
the regulations it has issued, such freedom 
to use losses. 

Where a corporation is liquidated or 
otherwise meets the requirements of Sec- 
tion 381, its prior losses (assuming no 
other section of the Code—such as Sec- 
tion 382 or Section 269—prevents the use 
of such losses) are allowable in a con- 
solidated return, but only subject to re- 
strictions which would be in effect if a sep- 
arate return were filed (that is, limitations 
are based on the separate income of the 
individual company with which it is com- 
bined). These restrictions should not, 
however, be applicable to the extent that 
the losses of the liquidated corporation 
had, before it went out of existence, been 
included in consolidated returns filed by 
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PERSONAL SAVINGS ANALYZED 


Economists and savings institute officials throughout the 
nation have noted an up-trend in personal savings. The in- 
crease began in the last quarter of 1955, as evidenced by the 
fact that savings accounts in savings and loan associations, for 
example, grew by 5.8% in the October-December period, 
compared with a 5.4% increase in the fourth quarter of 
1954. At the same time, assets of life insurance companies 
increased by 2.6% in the last quarter of 1955, compared with 
2.1% for the same period in the previous year. 

Savings have been increasing, without interruption, since 
the depression years of the early 1930's. Although individ- 
uals have put away widely varying shares of their incomes, 
the table shows “‘personal saving’’ as a percentage of after- 
tax income from 1929 to 1955: 


Per cent of 


Disposable Personal Disposable 
Y ear Income Saving Income 
(Billions of Dollars) 
1955 $265.0 $15.6 59 
1954 254.8 18.3 V2 
1953 250.4 19.8 7.9 
1952 236.7 18.4 7.8 
1951 226.1 WZ 7.8 
1950 206.1 12.1 5.9 
1949 188.2 7.6 4.0 
1948 187.6 10.0 5.0 
1947 169.0 4.0 2.4 
1946 159.2 12.6 7.9 
1945 150.4 28.7 19.1 
1944 146.8 36.9 25.2 
1943 133.5 33.0 24.7 
1942 M75 27.8 23.6 
1941 93.0 11.1 11.9 
1940 76.1 4.2 5:5 
1939 70.4 2.9 4.1 
1938 65.7 1.1 1.6 
1937 71.0 We 5.3 
1936 66.2 3.6 5.4 
1935 58.3 2.0 35 
1934 52.0 1 2 
1933 45.7 —0.6 —1.4 
1932 48.7 —0.6 —1.3 
1931 63.8 y di 3.9 
1930 74.4 3.4 4.6 
1929 83.1 4.2 5.0 


The high-level savings during the 1942-1945 period re- 
flected the wartime scarcity of consumer goods rather than 
any sudden wave of thrift. After World War II, however, 
annual savings dropped as suddenly as they had risen be- 
cause new autos, appliances, and other goods reappeared on 
the market. 
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this particular group of affiliated corpora- 
tions. 

The regulations contain another restric. 
tion, which could easily be overlooked 
limiting the deductibility of a loss sus. 
tained by a corporation in the year that it 
becomes the common parent of an affilj. 
ated group filing a consolidated return. In 
such year, a net loss attributable to the 
portion of the year prior to the date of 
affiliation is allowable, as a carryback or a 
carryover, only as if sustained in a separate 
return. The restriction also applies (it 
would seem unfairly) even if the affiliated 
group consists solely of a parent and a 
single subsidiary formed entirely out of 
the parent company. 

Favorable provisions exist, however, 
which permit previously incurred consoli- 
dated losses of a parent and its previously 
existing subsidiaries to be offset in a con- 
solidated return against the income of a 
newly acquired subsidiary. This is pos- 
sible, of course, only when the limitations 
mentioned above are not applicable and 
also provided that the same affiliated 
group (a group joined by the identical 
parent company) remains in existence 
throughout the entire period during which 
the loss is absorbed. 











Restrictions Arising out of Changing 
Membership in Affiliated Group— 
Company Leaving a Group 

When a subsidiary is separated, by sale 
or exchange, from an affiliated group with 
which it had in the past filed consolidated 
returns and at the date of separation the 
group had unused consolidated net op- 
erating losses, the subsidiary is permitted 
(subject to the usual restrictions on loss 
carryovers where ownership changes) to 
carry over into its later income tax re- 
turns a proportionate part of the losses. 
The affiliated group, similarly, must in all 
cases reduce its available net operating loss 
carryover by a corresponding amount. 
This rule should be kept in mind in the 
sale of a formerly consolidated subsidiary 
when the selling price is being negotiated. 

If all subsidiaries are disposed of dur- 
ing a year when a consolidated return is 
filed, then the income of the parent cor- 
poration for the remainder of that year 
must nevertheless be included in the con- 
solidated return filed, thus subjecting the 
parent company’s income for the entire 
year to the additional 2% tax. In such a 
situation an effort should be made to avoid 
the additional tax by arranging for the 
disposition to take place at the end of a 
particular year (rather than early in the 
next year). Another possibility would be 
to remove the common parent company 
from this rule (perhaps by means of a 
merger or other reorganization which puts 
the common parent company itself out of 
existence as a separate corporation). 


(Continued on page 234) 
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Underwood Sundstrand gives you complete 
high-speed, low-cost accounting on one machine? 



















Here’s a low-cost machine that handles all your accounting. 
Underwood Sundstrand, with its 10-key touch-operated key- 
board, gives you accurate, up-to-the-minute accounting control 
because it performs so many functions automatically! 

When applied to your business, Underwood Sundstrand will 
speed record-keeping . . . put an end to costly errors... do away 
with overtime . . . and lower accounting costs. Result: real 
savings in time and money! For full information, call your 
nearby Underwood Office or write Underwood Corporation, 
One Park Avenue, New York 16, N. Y. 


See Underwood's complete 
line of business machines 
in action at the 
NOMA Convention in 
Philadelphia, May 21-24. 
Booths 557-569 and 656-668 


Underwood Sundstrand’s famous 
keyboard with only 10 numeral 
keys is easy to learn, eliminates 

“headswing” fatigue. Operators turn 
out work faster and with 
greater accuracy. 


UNDERWOOD CORPORATION 





ONE PARK AVENUE, NEW YORK 16, N. ¥. 








DECIDING UPON 


An Electronic Data-Processing System 


Wesley S. Bagby 


HERE ARE very few, if any, companies 

which have installed an electronic sys- 
tem for business-type data processing 
which has been in operation for a long 
enough period of time to allow them to 
know that it is an economic success. How- 
ever, as one of the growing group of com- 
panies which have studied this subject, 
reached an affirmative decision, installed 
a system, and are feverishly engaged in 
converting operations to the new system, 
the experiences at Pacific Mutual Life In- 
surance Company may be of interest. Con- 
siderations which led to our decision that 
an electronic system was economically 
feasible and the problems studied before 
selecting an appropriate system should 
prove to be fairly typical. We will con- 
centrate on these two areas. 


BACKGROUND 

A few facts about Pacific Mutual will 
help put our experiences into proper per- 
spective. We are a medium-sized life in- 
surance company which also issues acci- 
dent and health and group insurance. We 
have about $2 billion of life insurance in 








force, over half of which is in about 350,- 
000 individual policies in our ordinary 
department. The total office force in our 
home office in Los Angeles is about 850 
people. In August 1955 we installed an 
electronic data-processing system, primar- 
ily to do all the record-keeping on our 
ordinary policies. We plan and hope to 
have it in use on this basis in July 1956. 


BEFORE WE DECIDED ON THIS COURSE 

We first became interested in electronic 
systems in September 1952. Six months 
later, after working with representatives 
of the computer manufacturers who be- 
lieved that we had a potential application, 
we had two of our key men take a pro- 
gramming course, visit several manufac- 
turers, and spend time getting acquainted 
with existing installations. By July of 
1953 our two key men who had been se- 
lected for the preliminary study had 
enough knowledge of electronic systems to 
report that they agreed with the manufac- 
turers—they thought we had a potential 
application. Our management believed 
that we could not afford to or explore the 





WESLEY S. BAGBY, a member of Controllers Institute, en- 
tered Pacific Mutual Life Insurance Company, Los Angeles, 
California, in 1927 and served in virtually all operating de- 
partments of the home office until his leave of absence for 
U.S. Navy service, 1942-1946. Returning to the company 
he became manager, Underwriting Department; then man- 
ager, Underwriting and Issue Departments and a member 
of the Home Office Management Committee, 1949; assistant 
treasurer, secretary of Administrative Committee in 1951; 
assistant vice president, 1953; and comptroller in 1954. 
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possibility fully—not solely for the dis- 
tinction of being a pioneer, but as a mat- 
ter of retaining a proper competitive posi- 
tion. 

We had some historical precedent—in 
1873 Pacific Mutual made good use of an 
Arithmometer, the first calculating ma- 
chine in the West. So management ap- 
pointed a five-man committee—men re- 
sponsible for the systems in the areas in 
which the electronic system would prob- 
ably apply if acquired and high enough in 
the management structure to assure execu- 
tive reliance on their judgment. To this 
committee was assigned the responsibility 
of determining whether the company 
should acquire an electronic system and, 
if so, what type. The committee members 
and a four-man staff assigned to them 
were trained in programming on several 
different machines and otherwise given a 
rounded knowledge of data processing. 


THE QUESTIONING PERIOD 

Their first major question for solution 
was: Does the company have any single 
application which will justify a system? 

This was answered negatively because 
of our relatively small size, but that ques- 
tion should be thoroughly explored by 
any concern having several thousands of 
employes as the answer can very easily be 
affirmative. For example, General Electric 
justified a large-scale system on its pay- 
roll application alone and Prudential dem- 
onstrated that its premium-billing func- 
tion would make a major system pay its 
way. Incidentally, even at Pacific Mutual 
either of these jobs might be done by 
electronic methods at savings over present 
methods but they are far too small to war- 
rant the investment in even a small system. 

Their next question was: Is there an) 
consolidation of functions which may be 
done economically by an electronic sys- 
tem? 
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Here on Friden Street 
... your kind of business 
nets more profit 
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Friden Street—in every community— 





is lined with businesses that are 
“different,” many highly specialized. 


Here you see real oe 
y estate offices, Your kind of business has competition. 


Your kind of business runs on figures. 
To see ahead and push ahead... your 
kind of business needs the Friden. 


steel plants, supermarkets... and sugar 
refineries, advertising agencies, engineers, 


banks... ALL doing their figure-work quicker Invoices, inventory, payroll calcula- 
tions, discounts —all daily figuring 
chores are handled automatically by the 
Friden Calculator. 

Ask your nearby Friden Man to show 
you how quickly you can amortize the 
cost of a Friden...the wide range of 
models... how anyone can operate the 
Friden with the simplest instructions. 


than thought with the Friden Calculator. 
This is not an ordinary calculator... It is 
The Thinking Machine of American Business. 


The fully automatic Friden performs more 


steps in figure-work without operator decisions 


—simply by figure-thinking for you — 





than any other calculating machine 


ever developed! 
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THE AUTOMATIC CALCULATOR * THE NATURAL WAY ADDING MACHINE 
THE COMPUTYPER * THE ADD-PUNCH MACHINE 


Friden sales, instruction, service throughout U.S. and the world. Copyright Friden Calculating Machine Co., Inc., San Leandro, California 
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We believed that our ordinary insur- 
ance operations—premium billing, ac- 
counting, reserve and dividend calcula- 
tions, and file maintenance might fall in 
this category. This required putting to- 
gether all facts about our present methods 
in order to have any factual basis for com- 
paring costs. It was decided to inventory 
every job in every department which might 
be affected directly or indirectly and, to 
this end, a detailed time-study was kept 
day by day by every employe for a month. 


ORIENTATION OF EMPLOYES 

It was at this point that the company 
established a comprehensive program to 
orient our employes on the subject of elec- 
tronic data processing. A// personnel were 
told why the study was being made, what 
it might lead to and how they would be 
affected. It was emphasized to them that 
any jobs eliminated would be the repeti- 
tive, monotonous tasks; that no employe 
would be a sacrificial lamb on the altar of 
electronic progress. 

Educational material on electronics was 
a regular feature in our house organ and 
a series of lecture courses was made avail- 
able for those interested. Gratifyingly, 
over half of the staff voluntarily attended 
some ten hours of lectures, mostly on their 
own time. We strongly recommend that 
any company studying this subject keep 
its employes fully informed of their plans. 
A planned program of employe education 
is important to morale and necessary to 
insure co-operation in whatever course 
management decides upon. 


COST ANALYSIS 

Our studies showed that, in the six de- 
partments whose work was affected, about 
55% of the total man-hours could be 
eliminated by the data-processing system. 
Costs of these clerical hours were calcu- 
lated after making due allowance for the 
benefits of improvements in present meth- 
ods which this detailed study pointed up 


as possible without the adoption of elec- 
tronics. In other words, in making cost 
comparisons between present methods and 
electronic methods, don’t forget that one 
must also analyze costs of present meth- 
ods made more efficient by improvements 
other than electronic. 

The next task was to marshal together 
facts about the total costs of an electronic 
system. Our definition of work to be per- 
formed on the computer was based on 
studies made with the assistance of In- 
ternational Business Machines Corpora- 
tion and Remington Rand, both vendors 
of large-scale systems. We decided first to 
see if we could economically justify a 
large-scale system, on the theory that this 
was the maximum, and would then war- 
rant detailed study to select the most ap- 
propriate system for our needs—large- 
or medium-scale. In other words, we 
knew that if we could demonstrate a sav- 
ings on a large-scale system, we were then 
in a position to study the entire field in 
detail. 

Our cost estimates and what went into 
them may prove interesting. Costs quoted 
in late 1953 on a large-scale system from 
either IBM or Remington Rand ran about 
$20,000 on a monthly rental basis or 
$1.25 million for purchase. Minimum 
staff to operate an electronic records de- 
partment would run an added $20,000 
monthly. Our other costs of adopting an 
electronic system were estimated at $750,- 
000—about $85,000 of this for site prep- 
aration; the remainder for the costs of 
programming and converting data and 
procedures into machinable form. 

In this last group is included the cost 
of training people in coding and pro- 
gramming and relocating and retraining 
displaced personnel. Costs for program- 
ming are considerably higher for us than 
for a company which has a simpler and 
single application, as the number of pro- 
grams which must be developed under 
our consolidated functions approach is 
many times greater than if we were pro- 
gramming for actuarial work only as did 
Metropolitan Life Insurance Company. 


THE SUMMARY 

In April 1954, nine months and almost 
10,000 man-hours after our time-study 
was started, a comparison of costs showed 
management that a total outlay of $2 
million for a large-scale system would pay 
its way fully in five or six years on this 
one ordinary insurance operations applica- 
tion alone. The savings resulted from re- 
duced clerical costs and other machine 
costs (primarily punched card equip- 
ment). We did not include space occupied 
nor desks and chairs used. We did include 
loss of interest we would receive if the 
money were otherwise invested. We gave 
no weight to the greater amount of in- 
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formation we will have which we are sure 
will enable us to improve service to our 
policyowners and make better manage. 
ment policy decisions. 

Although it is evident that many as. 
sumptions had to be made in comparing 
costs, we believe we have been realisti. 
cally conservative. One of the major as- 
sumptions is that all our planned opera- 
tions will fit into available machine time 
and still leave ample time for mainte. 
nance and for the development of other 
applications. In our shop we refer to the 
ordinary insurance operations as “the meat 
and potatoes’ of our electronic plans. We 
expect to have some “gravy” and “des. 
sert” from such additional applications as 
mortgage loan accounting and group rat- 
ings and, unless our assumptions on ma- 
chine time are way off the beam, we will 
be able to take care of these and several 
others. 


GROUNDWORK—INTERNAL 

AND EXTERNAL 

_ In June 1954, having reached the deci- 
sion to “go electronic,” we still were faced 
with the major problem of selecting the 
most appropriate system. The committee 
proceeded with its study of available 
equipment and equipment that appeared 
to be “just around the corner.” They were 
instructed to consider medium-sized as 
well as large-scale, even though we knew 
that economically one of the giant systems 
appeared feasible. Before we go into the 
problems they considered and what steps 
led to the final decision, mention should 
be made of four other major policy deci- 
sions which were made at the same time. 

Preparing Personnel. First, we started 
immediately on the task of preparing ad- 
ditional personnel for the coding and pro- 
gramming work we knew was ahead. We 
explained our plans to all our staff and 
cautioned management and _ supervisory 
staff that we were going to tap them for 
some of their best people for this new 
work—the kind of. people that they “just 
couldn’t possibly get along without.” The 
managers were asked to recommend some 
of these qualified ‘‘indispensables” for 
the program, and they did! 

We gave tests in elementary mathemat- 
ics and logic, then trained the successful 
candidates in programming. About two 
thirds of our 30 programmers and coders 
came from within the organization, the 
others (mostly coders) were hired for 
the specific job. It has been our expeti- 
ence that it is much easier to teach pro- 
gramming to someone who knows life 
insurance operations than it is to teach 
life insurance to an experienced program- 
mer. 

Housing the Installation. Second, we 
started our Methods Department on the 
problems of space. Any company going 
into an electronic system is in a pafa- 
doxical situation on space—it must expand 
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in order to contract! Our needs were for 
about 7,000 additional square feet to 
house our installation, our programming 

roup, and the 30 people we anticipated 
would be needed for data-conversion work 
during the year before the cut-over to the 
new system. And after cut-over, we plan 
to have available in a very short time over 
10,000 square feet from replaced job sta- 
tions. Unfortunately, it can’t be the same 
space! ; 

Methods Review. Third, we analyzed 
every proposed change in our conventional 
methods to be sure that the change, if 
made, was thoroughly compatible with 
our proposed electronic system. 

Personnel Adjustments. Fourth, the 
Personnel Department started immedi- 
ately to consider employes in jobs likely 
to be displaced whenever openings ap- 
peared in nonaffected departments. In 
other words, we have tried to solve some 
of our more troublesome personnel relo- 
cations in the two years prior to actual 
dependence on electronics, substituting 
new and less skilled hires in the jobs 
which will be eliminated. 


WE GO SHOPPING 

Now, back to the problems of select- 
ing an Las aga system. The committee 
had to consider whether it should be gen- 
eral-purpose or special-purpose, large-scale 
or medium-sized and which specific man- 
ufacturer should be recommended to top 
management. 

For us, it was easy to decide that a 
general-purpose system was the thing. 
The nature of the basic application we are 
considering fits in excellently with gen- 
eral-purpose systems, which give great 
flexibility and generally lower cost. This 
does not mean that there are not applica- 
tions for special-purpose systems, as the 
Bank of America working with Stanford 
Research Institute has demonstrated with 
its recently announced ERMA. Because 
of the large number of applications 
planned, ERMA does not have the cost 
disadvantage of the usual special-purpose 
system with its high unit cost. 

Whether our general-purpose system 
should be large- or medium-sized required 
detailed study of several systems. Insofar 
as IBM was concerned, we left it up to 
their representatives who were wealiag 
with us to recommend between the large- 
scale IBM “702” and an approach in- 
volving the IBM “650.” We felt that their 
decision would be their sincere opinion 
as to which was better suited to Pacific 
Mutual’s needs. 

After comprehensive study, their repre- 
sentatives told us that they saw no reason 
for us to consider “two steps,” inferring 
that since we could utilize the 702 we 
would be using the 650 only as an inter- 
epee step, and advised the use of their 


ElectroData Corporation’s model, ““DA- 
TATRON 204,” was another medium- 


ELECTRONIC EQUIPMENT MENTIONED IN THIS ARTICLE 


The brief description of the characteristics of the various 
systems considered by Pacific Mutual is excerpted from the 
definitive analyses given in the newly published “Supple- 
ment No. 1*¥—-ELECTRONICS IN BUSINESS. A Descrip- 
tive Reference Guide’’ compiled by Controllership Founda- 


tion. 
DATATRON 


The DATATRON is a moderately priced, magnetic drum electronic 
data-processing system. Data may be introduced into the system directly 
by punched card readers. Also, data can be transcribed by one or more 
Flexowriters into punched paper tape which then can be read photoelec- 
trically into the system. Magnetic tape serves as the principal file storage 
medium and may be reintroduced into the system for processing. 

Output consists of punched paper tape, Flexowriter copy, punched 
cards, or printed copy prepared directly on tabulators (line printers). 
Punched card readers are tce most-used input devices; line printers and 
punches are the most-used output devices. 

Block searching of magnetic tapes is performed independently of other 
operations. 

MANUFACTURER: ElectroData Corporation 


IBM 650 


The IBM 650 is an electronic data-processing system designed for use 
with punched cards and magnetic tape. The principal storag2 device is a 
magnetic drum. It is a stored-program, numerical, decimal system which 
can handle alphabetic and special characters through the use of addi- 
tional devices. 

Wiring panels provide flexibility in card reading, punching and print- 


ing. 
IBM 702 AND 705 

The Type 702 has been superseded by Type 705. Types 702 and.705 
are similar in many respects. The Type 705 is a high-speed, gencral-pur- 
pose, electronic data-processing system controlled by a stored program. 
Magnetic tape is the principal file storage and processing medium. Data 
on punched cards normally are transcribed to magnetic tape by an inde- 
pendent card-to-tape conversion operation. Punched cards may also be 
introduced directly into the system in conjunction with magnetic tape. 

Internal storage consists of magnetic core memory and, if desired, one 
or more magnetic drums. 

Output consists of magnetic tape, punched cards, or printed copy. 

A reasonable number of tape units, card readers, card punches, and 
line printers may be operated under control of the 705. Conversion of 
data from punched cards to magnetic tape, from magnetic tape to punched 
cards, and from magnetic tape to printed copy may also be performed as 
independent operations, reserving the central processing unit for other 
operations. 

Alphabetic, numerical, and symbolic characters are accommodated in 
any combination in reading, writing, and processing operations. 

The 705 employs variable word and record lengths in all operations. 
MANUFACTURER: International Business Machines Corporation 


UNIVAC | 


The UNIVAC is a high-speed, general-purpose, electronic data-process- 
ing system. Raw data are transcribed to magnetic tape by key stroke with 
a Unityper. Data in punched cards are transcribed to magnetic tape with 
a card-to-tape converter. Magnetic tape is tke principal input medium 
and is also used for permanent storage of data. Input can also be ef- 
fected from the keyboard of the control console during the processing 
of a program. Internal storage units consist of mercury column acoustic 
delay lines. 

Output is recorded on magnetic tape. Data on output tapes are tran- 
scribed to punch.d cards by a tape-to-card converter, or to printed copy 
by a Uniprinter or by a high-speed printer. 

Alphabetic, numeric, and symbolic characters are accommodated in 
any combination in reading, writing, and processing operations. 

Buffer storage registers permit the central computer to continue proc- 
essing while other data are being read from, or recorded on, magnetic 
tape. 

The system features several automatic self-checking techniques, in- 
cluding duplicate circuits for all computing operations. 

MANUFACTURER: Remington Rand Univac Division, Sperry Rand Corporation 


* Through December 31, 1955. Next supplement planned for July 1956 
publication will cover January 1 to June 30, 1956. Basic source book: 
ELECTRONICS IN BusINEss: A Descriptive Reference Guide. $2.00 ($1.50 
to members of Controllers Institute). Supplement No. 1—$3.00 ($2.00 
to members of Controllers Institute). 
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sively. Their equipment costs were ma. be appt 
lL terially less than those of the IBM 702 any othe 
| ‘nie even if we required two or three of their recomm 
complete systems to do our job. The mul- as the b 
SERVICE ELEVATORS tiplicity of systems had some advantages 
too, for in the case of a complete break. WE DE! 
4 down of one system one is not entirely at In Se 
the mercy of the manufacturer insofar as om 
getting work out is concerned. It ap. el 
peared to us, however, that the methods sce 
a ae approach using the DATATRON 204 sa, 
| included much more manual Processing. Se tek 
= ‘= ae We ultimately decided to stay with our i W 
] l] = desires for a method offering as high a cow 
a = degree of automation as possible. ate 
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DE a paar | | think in terms of a large-scale system and licatio 
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Remington Rand whose “UNIVAC Model are nov 
will eee I” had been in successful operation since 

. 1950. We had previously determined th = 
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ognized to be dependable, accurate and rig 
, _ gn , accurate an the w 
ee ae _~ oe flexible. The c 
CONTROL PANEL ; ' on F = :' ; l 7,00( 
OPERATOR ENGINEER g WEIGHING THE FINDINGS suppl} 
i [| E aA Sa cmoe ee There were three items of difference, square 
z = 2 il however, which influenced our final deci- heavy 
J es [ ] || sion. First, Remington Rand’s UNIVAC ments 
PARTS. $ TORAGE I could be leased or purchased outright; condit 
| IBM’s 702 could only be rented.! Second, refrig 
— UNIVAC, one of the specific models large 
which we were considering, had been tons « 
siesta ee thoroughly field tested; the other, IBM’s 
702, had not yet been used by any cus- 
L tomer. Third, it appeared that the 702 
ee would have to be equipped with buffers 
to enable it to read, write and compute 
: : (relatively) simultaneously if it were to 
FLOOR PLAN OF THE UNIVAC | INSTALLATION at Pacific Mutual Life Insur- compete timewise with UNIVAC on our 
ance Company, Los Angeles, California. There’s much more than meets the work. 


Remington Rand’s UNIVAC was get- 
ting more and more of our attention. Be- 
central computer in relation to the floor space necessary for the adjuncts cause our basic operations would ave to 
be handled by the system chosen, we 
placed a great deal of emphasis on the 


eye when you read about it! Consider the size of the space allotted to the 


to the system—maintenance area, offices for the department manager, en- 





gineer, chief of operations, parts storage, etc. The Viewing Room, complete importance of proven performance and 
with receptionist and guest book, allows visitors to view the entire operation known operating costs. UNIVAC alone 
cae . satisfied us here. Just about this time IBM 
area through glass panels without entering. announced their proposed model “705” | 
A copy of Pacific Mutual’s “Home Office News” giving a running “movie” and indicated that the costs of providing | 


buffers for the 702 would be higher than 
original estimates. The committee decided 
equipment and a copy of “Computer Highlights” giving a “paper tour” of that we should not wait for the develop- 


the completed area are available gratis to readers of THE CONTROLLER. ment of an IBM 705, which from a ma- 
chine specifications viewpoint appeared to 


story of the preparations for this new area followed by the moving in of 


Address your requests for this interesting story to the author at Pacific Mutual 
Lif H Office. Los Angeles, Californi * Under an antitrust consent decree handed 
ife Insurance Company, Home Office, Los Angeles, California. down by the Dienestient of Justice ‘cacly ia 
1956, IBM will have to offer for outright sale 
tabulating machines and electronic computers 


THE CONTROLLER ETT ee MAY 1956 _ that have been available on only a rental basis THI 


for the last 25 years. 
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be superior to UNIVAC, and which would 
be appreciably more expensive, nor for 
any other yet-to-be-developed system, and 
recommended acquisition of a UNIVAC 
as the best system for our purposes. 


WE DECIDE TO BUY 

In September 1954, after reviewing all 
the committee’s work leading up to its rec- 
ommendations, Pacific Mutual decided to 
acquire a UNIVAC Model I system. We 
realized that it may be technically obso- 
lete before we even have it in full opera- 
tion. We do not believe this is important, 
however, as this proven model can ef- 
fectively and economically perform the 
job for which we have chosen it and still 
have available machine time for other ap- 

lications, perhaps enabling it to pay for 
itself in less than the five or six years we 
are now counting on. 

With the definite decision for UNI- 
VAC, the personnel who were in training 
for programming work were all given ad- 
ditional specific instruction in UNIVAC 
programming. They are now in the proc- 
ess of developing the complex programs 
which will tell UNIVAC exactly how to 
do our ordinary insurance work. 

Preparation of the site for the system 
included many problems. Structural engi- 
neers helped check out the floor-loads— 
the whole system weighs about 20 tons. 
The central computer alone weighs almost 
17,000 pounds and its 6,000-pound power 
supply unit comes to 295 pounds per 
square foot. The installation demands 


heavy refrigeration and power require- 
ments—we found the services of an air- 
conditioning consultant helpful. Our two 
refrigeration units weighing six tons are 
large enough that each could convert 40 
tons of water to ice every day. It will in- 


terest you to know that actual costs of our 
site preparation ran nearer to $150,000 
than the $85,000 we had thought was con- 
servative. This is an area in which each 
situation differs and the equipment man- 
ufacturer cannot give you much help be- 
yond the details of what costs have been 
incurred at other company installations. 


DELIVERY 

The question is sometimes asked: W hat 
if there is a delay in delivery? It has been 
the general experience of the manufactur- 
ers and the users that the equipment is 
usually available before the customer is 
in a position to utilize it. It takes a long, 
long time to program and convert to an 
electronic system—our start over three and 
one-half years before we expect to have 
it in useful operation is reasonably typical. 
Actually, delays in your own company’s 
programming are more likely than deliv- 
ery delays—and more costly. Our system 
itself was delivered in mid-August 1955, 
a little ahead of our originally planned 
schedule. 

The assembly and initial testing of the 
system were completed on October 13, 
1955, just two months after delivery. Our 
data-conversion work is moving along and 
will become increasingly heavy. As soon 
as data about a given policy have been 
converted from punched card and visual 
records to tape, any change concerning 
that policy must thereafter be recorded in 
duplicate—first for our conventional sys- 
tem on which we are still dependent and 
then on tape on which we expect to be- 
come dependent. In other words, we must 
gradually build up duplicate sets of rec- 
ords before we can abandon the old sys- 
tem. On the consolidated functions ap- 





"Related Reading in 
THE CONTROLLER 


Electronic Data Processing 
and the Controller 
Richard G. Canning 
APRIL 1956 


Integration of Data-Processing 
Requirements and the Design 
of Electronic Equipment 
Paul Kircher 
MARCH 1956 


The Effects of Automation 


William J. Ritter 
FEBRUARY 1956 


THE CONTROLLER............... J ho een put tbls cad 


Profit Planning Under Automation 


John H. Rittenhouse 
JANUARY 1956 


An Introduction to Automatic 
Computers: A Systems 
Approach for Business 


(Review of book by Ned Chapin) 
DECEMBER 1955 
Financial Aspects of Automatic 
Computer Acquisition 


Ned Chapin 
NOVEMBER 1955 


Application of Electronic 
Tape-Processing Equipment 


Fred Yeaple 
JUNE 1955 














proach, it is just not practical to change 
over one segment at a time. It is our plan 
to run completely parallel operations— 
old and electronic—over several months 
in final preparation for the cut-over. 

In closing, I'd like to remind you that 
from the equipment viewpoint, this is a 
very dynamic picture. There are a number 
of companies other than those manufac- 
turers mentioned here who already have 
or are developing electronic data-process- 
ing equipment. I’ve stuck pretty much to 
Pacific Mutual's approach to the problems 
because that is one phase of this fascinat- 
ing field I do know. I hope some of our 
experiences may be useful to you if your 
company decides to see whether it has an 
economic application for an electronic sys- 
tem. And please remember, the major 
question for most companies will not be 
selecting a specific system—it will be in 
deciding whether avy such system is eco- 
nomically feasible.* 
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Establishing Policy 
for Financial Copy 


Jules A. Schwertz 


Financial public relations, far from being a free-wheeling 
exercise in publicity techniques, is a sober exercise of cor- 
porate responsibility. Since the art lies not in making the 
story interesting, but in making the facts both meaningful 
and interesting, financial public relations is a precise art. 
Copy policy is a private code designed to supersede endless 
confab and extempore decision-making with well-consid- 


ered, definitive control. Hence the title. 


UCCESSFUL FINANCIAL PUBLIC RELA- 
S TIONS is a big thing, made up of a 
lot of big things. A stated objective. Plan 
and method. Program and policy. Policy 
itself is a composite of big things: the 
decisions made at top level. 

Policy is made up of little things, too. 
Trifles. Especially copy policy. Copy pol- 
icy has nothing whatever to do with 
where, when, how, who, why—or even 
whether—but only with what. In all cir- 
cumstances, copy policy provides the de- 
finitive and authoritative answer to the 
question: What are we going to tell ‘em? 

To illustrate the workings of copy pol- 
icy, let’s create for ourselves a corporation, 
and for that corporation, a viable copy 

olicy. 

As defined by Webster, a corporation is 
(a) Any group of persons treated by law 





—THE EpITors 


as an individual or unity having rights or 
liabilities, or both, distinct from those of 
the persons composing it; a body cor- 
porate. (b) A body politic or corporate 
formed and authorized by law to act as a 
single person, and endowed by law with 
the capacity of succession, as, a municipal 
corporation; a business corporation. 

Corporations are, then, unities endowed 
with theoretical immortality by their cre- 
ators, who are mortal. Sole proprietorships 
and partnerships die with the principals, 
and ‘‘close’”’ corporations largely continue 
such privacy of interest. It is obvious, 
therefore, that financial public relations is 
an activity arising from the principle of 
“capacity of succession” in the control of 
publicly owned corporations. 

Financial public relations, in conse- 
quence, is eternally occupied and preoc- 








JULES A. SCHWERTZ was trained as an accountant, but 
soon became a salesman for a business machine manufac- 
turer, specializing in the installation of billing and account- 
ing machines. In 1924, he became associated with a Wall 
Street underwriting house, where he was responsible for 
advertising, sales promotion and publicity. Since 1928, ex- 
cept for five years in the military, he has been engaged in 
recapitalization and reorganization of corporations and in 
shareholder relations. He was a pioneer advocate and pro- 
ducer of the modern, functional corporate annual report. 








OM CP IENO. 6 ow 5 ee een 


5 le lla die uaa Tl MAY 1956 





222 





fen, <a 
"Arar sane, suits & So 


cupied with, and dedicated to, the propo- 
sition that the unity and continuity of the 
institution must be insured by insuring 
perpetuation of incumbent management, 
present bearer of the baton of succession. 

The corporation itself is a thing of 
paper, but it is owned and operated by 
people, directly for the benefit of other 
identifiable people, and indirectly for the 
community whose laws make its creation 
possible. 

Copy policy, like the corporation itself, 
is reared on a paper foundation and the 
documentation that brings a corporation 
into being and keeps it alive is: 


1. The certificate of incorporation 
(charter) 

2. The corporation’s by-laws 

3. The minutes of the board of directors 
and its committees and subcommit- 
tees 


Corporations are “‘authorized by law” 
of the several states. Whatever else the 
basic documentation may say, the con- 
stitution of the state of incorporation, its 
statutes and regulations, all limit the 
powers and authorities of the corporation. 

The moment the corporation gets into 
interstate commerce, which is at the mo- 
ment the first letter is dropped into a 
U.S. post box, its authorities and powers 
are further limited by the constitution, 
statutes, commissions and regulations of 
the United States. 

The Securities and Exchange Commis- 
sion has jurisdiction over public financing, 
the Interstate Commerce Commission over 
ground transportation, the Civil Aero- 
nautics Commission over air transporta- 
tion, the Federal Communications Com- 
mission over electronic advertising, the 
Post Office Department over print media, 
the Federal Trade Commission over all 
forms of advertising, and so on. All these 
are more or less restrictive, and if the 
corporation operates in areas under con- 
trol of the Atomic Energy Commission, 
the restrictions become almost absolute. 
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This, then, is the frame of reference 
that disciplines the building of the pri- 
vate code we call copy policy: 

Internal—the support of the basic docu- 
mentation. 

External—the sought-for support of the 
“public interest.” 

A useful subtitle for copy policy might 
be: Questions Answered; Terms Defined. 
This supplies the “Rule of QATD.” 


WHAT'S YOUR NAME, PLEASE? 


The name of our corporation is what- 
ever the certificate of incorporation says 
it is. In this case it is “Industrial Instru- 
mentation Incorporated.” It is not “Indus- 
trial Instrumentation, Incorporated’’ and 
it is not “Industrial Instrumentation, Inc.” 
Commas, periods, and abbreviations all 
are gremlins that must be kept out of copy 
when the name is used formally. 

Whether the name is “good” or “bad” 
depends on a number of things, but 
chiefly it depends on the “powers” granted 
the corporation in its certificate of in- 
corporation. That point comes up for con- 
sideration betimes. 

Now we have the answer to “What's 
the name of the company?” 

It is a pretty formidable name. All 
human experience indicates that someone 
is going to try to telescope it, as in Na- 
bisco. Experience also tells us that the 
name will be shortened in usage as Coca 
Cola became coke. Copy policy antici- 
pates these propensities and gives them 
direction. 

What shall the nickname of the cor- 
poration be and what device emblazoned 
on the house flag? Three-Eye? Well, 
there’s 3-M. III? Maybe. ili? That seems 
to do it. A designer encloses our mono- 
gram in an equilateral triangle having 
nicely rounded corners, the typewriter 
manufacturer readily reproduces the de- 
sign on type face and key top and we are 
in business as Tri-I. 


WHAT’S YOUR ADDRESS, PLEASE? 


The ‘‘statutory”” address of the corpora- 
tion is whatever the certificate of incor- 
poration says it is. The “commercial” or 
“business” address is whatever the by-laws 
say it is. So we come up with Principal 
Office (a city in the state of incorpora- 
tion) and Executive Office, New York 1, 
N. Y. 


WHAT'S YOUR AGE, PLEASE? 

The date of the founding of the com- 
pany is whatever the certificate of incor- 
poration says it is—in this case April 30, 
1956. The date of the founding of the 
business, “the institution,” is something 
else again. In the present case, the pre- 
amble recites that Tri-I is a combine of 
three companies: Able Recording Steam- 
Gauge Company (founded in Ohio in 
1910), Baker Thermo-Controls, Inc. 
(founded in Connecticut in 1920), and 


Charlie Capacitor Corporation (founded 
in California in 1940). So we come up 
with 

Tri-l, serving industry since 1910 


WHAT’S YOUR LINE, PLEASE? 


The “powers” of Industrial Instrumen- 
tation Incorporated are whatever the cer- 
tificate of incorporation says they are. 
These should be transcrited verbatim 
from the certificate to the copy policy. 
These powers, which are limited, are 
further limited by applicable state and 
federal statutes and regulations. These 
statutory limitations also should be spelled 
out in the copy policy, at least for the 
“sensitive’’ areas. 

All this still is, of necessity, legal lan- 
guage, and the purpose of our code is to 
provide a commercially viable vocabulary. 
So we try to epitomize the business of the 
company in one sentence and come up 
with 

ili® Controls for the Chemical 
and Process Industries to See! 


TWO SIDES OF THE SAME COIN 

Now we have a corporation, which is a 
unity of powers, and an institution, which 
is a unity of people. The corporation has 
one date of founding and the institution 
another. The corporate seal is precise: In- 
dustrial Instrumentation Incorporated— 
April 30, 1956—(state). The institu- 
tional seal is concise: ili® Serving in- 
dustry since 1910. 


The corporate seal is in the custody of 
the secretary, to be embossed on formal 
documents. The institutional seal is en- 
trusted to public relations and advertising 





people, to be smpressed on the conscious- 
ness of the public. The test of the validity 
of any financial public relations publica- 
tion or news release is its ability to qualify 
for the attest of the secretary, and the seal 
of the corporation. If the definitive draft 
has to be emended by so much as a comma 
to qualify for formalization, it is “bad” 
copy and if accepted without question, it 
is “good” copy. 

The corporate seal and the commercial 
or institutional seal are the two sides of 
the same coin, the obverse and the reverse, 
the internal and the external, of the com- 
mon currency of Tri-I; the institution’s 
raison a’ étre. 


LOOKING BACKWARD—AND AHEAD 

Financial public relations is a precision 
job, not only as to copy content, but also. 
as to timing. The whole program is syn- 
chronized with the calendar and with 
the clock. One base date and time is that 
of the annual meeting of the stockholders. 
In this case it is “the first Thursday after 
the first Monday of May at noon, Eastern 
Standard Time.” Presently, if all goes 
well, the board will declare an initial guar- 
terly dividend designed to place the stock 
on a stated annual dividend basis. 

At the annual meeting the shareowners 
are required to vote, either in person or by 
proxy. The by-laws provide that proxy 
statement and proxy be mailed not less 
than 30 days nor more than 45 days before 
the date of the annual meeting. The an- 
nual report is required to be mailed at 
least 15 days prior to the annual meeting. 
This brings us back to another base date 
that anchors the financial public relations 
program, the last day of the fiscal year to 
be covered by the annual report. In this 
case it is “for the year ended December 

(Continued on page 240) 























“Why should | increase your allowance? You 
women own 80% of the nation’s wealth already!” 
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Atomic Patents 

The AEC has issued a regulation establishing procedures 
for the issuance of patent licenses. Under the Atomic 
Energy Act of 1954, the AEC, in addition to issuing royalty- 
free licenses on patents which it owns, may also issue non- 
exclusive licenses in two instances where an applicant has 
been unable to agree with the patent owner. One instance is 
where an invention or discovery covered by a privately owned 
patent is of such primary importance in the production and 
use of special nuclear material or atomic energy that it is de- 
clared by the AEC to be “affected with the public interest.” 
The other instance is where an invention or discovery covered 
by a private patent is determined by the AEC to be useful to a 
person or firm licensed by the Commission to engage in 
atomic energy activity. 


Charitable Gifts 

The provisions of the 1939 Code relating to unlimited 
deductions for charitable contributions have been amended 
to provide that the 90 per cent test need be met in only eight 
out of the ten preceding taxable years. 


Fixed Overhead Rates 

The Defense Department is planning to change the 
Armed Services Procurement Regulation regarding the use 
of predetermined fixed overhead rates in order to meet the 
objections of the Comptroller General. The change, effective 
July 1, 1956, means that overhead rates will be negotiated 
only on the basis of historical or after-the-fact costs in- 
corporated into the contract for application to costs incurred 
during the related historical period. 


Deductions for SUB 

Contributions to a trust fund, created for the purpose of 
providing supplemental unemployment benefits for em- 
ployes persuant to a collective bargaining agreement, are 
deductible on gross income. 


Withholding Tax 

Regulations—T.D. 6155—have been adopted with re- 
spect to withholding of income tax on payments made after 
1955 under wage continuation plans. 
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Income Tax Limit 

The South Carolina legislature adopted a resolution te- 
questing Congress to call a constitutional convention to 
amend the Constitution by placing a maximum limit on 
federal income taxes. According to the House Judiciary 
Committee, 15 states have unquestioned resolutions, 11 
other states adopted resolutions but later rescinded them, 
and in two states resolutions were vetoed by the governors, 


Federal Employment 

The number of regular civilian employes in federal ex- 
ecutive agencies totalled 2,343,688 in December, according 
to Senator Byrd (D-Va.), chairman of the Joint Committee 
on Reduction of Nonessential Federal Expenditures. Em- 
ployment was 18,470 under the previous month’s total and 
represented the fourth consecutive monthly drop. 


The Cost of Legislation 

SEC commissioners want to buy a newer and bigger 
station wagon. They claim that the present car is too small 
and impeded trips to testify on Capitol Hill. 


Liability for Excess Cost for Nonperformance 

Decision of the Comptroller General relieved a contractor 
from excess cost occasioned by his failure to perform a con- 
tract. Contracts contained usual provisions with respect to 
release from liability for excess cost arising out of failure to 
perform for various reasons, including strike. 

The question was whether or not the contractor was 
barred from claiming the benefit of such provisions since 
the strike existed at the time of the contract award. The 
Comptroller General held that, assuming the strike was 
beyond the control and without the fault or negligence of 
the contractor, knowledge by both parties of the existence 
of the strike at the time the contract was signed exempts the 
contractor from liability for the excess cost. 


Inspection of Income Tax Returns 

Rev-Proc 56-6 establishes procedures relating to the in- 
spection of individual income tax returns by duly authorized 
officials or employes of the Department of Health, Educa- 
tion and Welfare. 


Travel Expenses 

IRS has issued a primer, circular #300, entitled ‘‘Deduc- 
tions for Traveling and Transportation Expenses,’ which 
is intended to answer all inquiries as to what items may be 
deducted for income tax purposes. 


Golfers, Beware! 

The Revenue Service, in Rev. Rule 56-72 discusses the 
applicability of the wagering taxes to the operation of a 
“Calcutta” or similar wagering pool in connection with a 
golf tournament. The conclusion of IRS is that a hotel 
corporation which conducts such a pool is liable for the 
wagering excise tax imposed by section 4401 of the Code 
and that the corporation is likewise liable for the $50 federal 
tax imposed by section 4411 of the Code. 

—BEN JAMIN R. MAKELA 
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APPLYING RECORDAK MICROFILMING TO BUSINESS ROUTINES—NO. 17 IN A SERIES 


71 


Snapping pictures of snapshot envelopes with a 
Recordak Junior Microfilmer cuts the photofinisher’s 
bookkeeping costs as much as 85% . . . helps him build 
business through faster service. 


Before the photofinisher can forward your snapshots, he 
must make a record of the information on the envelope— 
your name and the agent’s, and the processing charges. 

This doesn’t look like a tedious hand-copying job—when 
you look at one envelope. But each day there are hundreds, 
thousands. An expensive bookkeeping setup used to be 
necessary . . . transcription errors and delays couldn’t 


be avoided. 

Now, with a low-cost Recordak Junior Microfilmer, the 
photofinisher gets a completely accurate record by simply 
pressing a button—40 envelopes photographed in just one 


FREE .. .“Short Cuts 
That Save Millions” 


“Snapping” the envelope 
speeds snapshots to you 


minute. And an adding machine listing of the per-envelope 
charges now serves as his bill... goes along with each 
completed order. 

Lots of other advantages, too. Savings in filing space are 
98%. Reference is much faster—films are checked on read- 
ing screen of the Recordak Junior Microfilmer. 

Only another example, this, of the way Recordak Micro- 
filming is simplifying routines for more than 100 different types 
of business . . . thousands of concerns. 


SRECORDARK 


(Subsidiary of Eastman Kodak Company) 


**Recordak” is a trademark 


originator of modern microfilming— 
and its application to accounting routines 


RECORDAK CORPORATION (Subsidiary of Eastman Kodak Company) 
415 Madison Avenue, New York 17, N. Y. 


Shows how ines like . ; T ih : 
7 vinianapesia like : Gentlemen: Please send free copy of “Short Cuts That Save Millions.” U-5 
yours have been simplified in 
thousands of companies... ;  ositi 
Name Position 








how Recordak, Microfilmers are 
designed for all requirements 





. ++ glve you up to 80 pictures Company 


for 1¢. Must reading for 
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Midwestern Conference of Controllers Institute 


to Feature Automation and Electronics 


Integrated data processing at work and 
a discussion of the effect of automation 
will be featured at the main program ses- 
sions of the 1956 Midwestern Conference 
of Controllers Institute. Sponsored by the 
Dayton Control, the Conference will be 
held at the Dayton Biltmore Hotel, Day- 
ton, Ohio, May 20-22, 1956. General 
Chairman of the Conference is E. Wallace 
Weston, secretary, the Weston Paper & 
Manufacturing Company, who notes that 
the Conference represents almost two 
years of constant planning. 

In discussing the speakers and subjects, 
Program Chairman Josiah V. Colley, treas- 
urer, the Dayton Power and Light Co., 
said that the objective of his committee 
had been to select program subjects which 
would be of current interest to financial 
executives of medium-sized corporations 
as well as of the large ones and then get 
the best-qualified speakers for the subjects. 

The opening session will be a talk by 
James A. Dollard, manager, Customer 
Administrative Program, Department of 
Education, International Business Ma- 


chines Corporation, on “Automation and 
Its Effect Upon Business.” The afternoon 
session on May 21 will consist of a visit to 
the Standard Register Company for a dis- 
cussion of integrated data processing. 
M. A. Spayd, president of Standard Reg- 
ister, will preside at this session, while 
P. B. Garrott, director, Application Re- 
search, Standard Register, will discuss 
“Taking the Mystery Out of Integrated 
Data Processing.”” The morning session on 
May 22 will consist of a case study on 
management planning and control as fol- 
lowed by the H. J. Heinz Company, Pitts- 
burgh, Pa. Top officials of the company 
will comprise the discussion panel. 

Two luncheons and a banquet will have 
outstanding speakers: Dr. Arthur R. Up- 
gren, dean, Amos Tuck School of Business 
Administration, Dartmouth College, will 
speak of ‘The Economic Scene” at the 
opening luncheon and at the closing lunch- 
eon, Irv Wermont, well-known in Dayton, 
will speak on “Psychology in Action.”’ The 
banquet speaker will be Rev. Laurence H. 
Hall, rector, St. Paul’s Episcopal Church, 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
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Industrial Engineering 
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East Cleveland, Ohio, whose subject will 
be ““Humor—A Business Asset.” 

A special feature of the Midwestern 
Conference will be the Annual Meeting of 
Members of Controllers Institute. 

Paul J. Mayle, chairman of the Ladies 
Hospitality Committee, and vice president 
and assistant treasurer, the Dayton Rubber 
Company, has arranged a full program 
which will include sightseeing, a bus tour 
and a special luncheon. 

Reservations for the Conference, Open 
to Institute members as well as to non- 
members, may be made by writing to Ar- 
rangements Chairman I. L. Lau, control- 
ler, the Sheffield Corporation, 721 Spring. 
field Street, Dayton 1, Ohio. 


OTHER FINANCIAL ORGANIZATIONS 


OHIO STATE 


Robert N. Wallis, treasurer, Dennison 
Manufacturing Company, Framingham, 
Mass., and president of Controllers Insti- 
tute of America, will preside at one of the 


. sessions at the 18th Annual Institute on 


Accounting to be held at the Ohio State 
University, Columbus, Ohio, May 17-18. 


ACM 


The annual meeting of the Association 
for Computing Machinery will be held on 
the University of California Westwood 
Campus, Los Angeles, California, August 
27-29, 1956. For information write to 
G. W. King, Box 3251, Olympic Station, 
Beverly Hills, California. 

Submit papers (abstract and four-page 
manuscript in triplicate) by May 15 to 
J. P. Nash, University of Illinois, Urbana. 


NACA 


Theodore W. Bonnevier, controller, 
Acme Steel Company, Chicago, IIl., and a 
member of Controllers Institute of Amer- 
ica, has been appointed chairman of the 
Annual Conference Committee for the 
37th Annual International Cost Confer- 
ence of the National Association of Cost 
Accountants, to be held in Chicago, June 
24-27, 1956. Donald J. Guth, treasurer, 
Solar Aircraft Company, Des Moines, 
Iowa, and a member of Controllers Insti- 
tute, has been appointed chairman of the 
Technical Program Committee for the 
same Conference. 


TEl 


The twelfth Annual Dinner Meeting 
of the New York Chapter of the Tax Ex- 
ecutives Institute, Inc. will take place 
Thursday evening, May 10 at the Wal- 
dorf-Astoria Hotel, New York City. The 
guest of honor and speaker will be the 
Honorable Karl E. Mundt, United States 
Senator from South Dakota. For tickets 
($20.00) write to William H. Gilzinger, 
Room 1020, 260 Madison Avenue, New 
York 16, N. Y. 
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Los Angeles, Caly. 


On March 15, as an expression of ap- 
preciation on behalf of the members of 
the Los Angeles Control of Controllers 
Institute and the Executive Committee of 
the 24th Annual National Conference, 
Dudley E. Browne was presented an il- 
luminated scroll carrying the following 
inscription : 

“Because of the personal esteem and 
high regard in which Dudley E. Browne 
is held by the officers and members of the 
Los Angeles Control, we desire to pub- 
licly recognize and express appreciation to 
him for the valuable services rendered to 
the Institute in his capacity as general 
chairman of the 24th Annual National 


Conference of Controllers Institute of 
America held November 6 to 9, 1955 in 
Los Angeles, California. In recognition 
of his able and inspiring leadership, 
through which he organized and guided 
the efforts of his fellow members, thereby 
enhancing the reputation of the Los An- 
geles Control, we tender him this testi- 
monial of our sincere friendship and great 
respect. Individually and collectively, the 
Executive Committee joins in this expres- 
sion of appreciation.” 

Mr. Browne, who is comptroller of 
Lockheed Aircraft Corporation, Burbank, 
Calif., and a past president of the Control 
(1946-1947), is shown (left above) hold- 
ing the citation following its presentation 
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LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





by the president of the Control, Rudolph 
Ostengaard, vice president of California 
Bank, Los Angeles. 

In the picture to the right is William 
S. McClanahan, trust officer of the Cali- 
fornia Bank (left), who addressed the 
meeting on ‘‘Executive Retirement and 
Estate Planning,’ being introduced by 
William D. Sullivan, comptroller, Lum- 
bermens Mutual Casualty Co., program 
chairman of the evening. 


Cincinnati, Ohio 


Students majoring in finance and ac- 
counting from the University of Cin- 
cinnati, Xavier University and Miami 
University, and faculty members of the 
universities, heard members of Control- 
lers Institute of America present oppor- 
tunities for the graduate in a career in 
controllership. At the meeting, held on 
Xavier University campus on March 13, 
those representing a cross section of Cin- 
cinnati management in a panel discussion 
were (left to right) : Charles P. Reynolds, 
Jr., comptroller of Trailmobile, Inc. ; Rob- 
ert C. Johnson, first assistant comptroller 
of Union Central Life Insurance Co.; 
William H. Zimmer (moderator), vice 
president and treasurer of the Cincinnati 
Gas & Electric Co. ; Louis T. Huser, chair- 
man of the Education Committee of the 
Cincinnati Control of Controllers Insti- 
tute; and George L. Schlegel, treasurer of 
Herring-Hall-Marvin Safe Co. C. Ken- 
neth McCracken, comptroller of Procter & 
Gamble Co., also a panel member, was not 
present when the picture was taken. 








The Election and Business Activity 


An excerpt from an address given by Dr. 
Marcus Nadler, professor of Finance at New 
York University, during the third annual Dean's 
Day Homecoming Conference of the NYU 
Graduate School of Business Administration on 
February 25, 1956. 


— ACTIVITY in the period ahead 
will be determined basically by the 
broad economic forces operating in the 
economy. The impact of the election will 
be primarily psychological and it will be 
of short duration. The election could, 
however, influence the short-term business 
pattern, which may assume the shape 
either of a shallow saucer or a V. But in 
any event the weaknesses that have devel- 
oped in the economy will in all likelihood 
be eliminated by the end of the year, and 
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BUDGETING, FORECASTING AND 
RETURN ON INVESTMENT 


A collection of papers presented at the 24th Annual National 
Conference of Controllers Institute, Los Angeles, California, 


eer tO-9 aS oo sks ice eos es ncn ars te $1.00 


“A Case History in Budgeting and Cost Control” — 


“A Case Study in Budgetary Control” —W. R. Penney 
“Hazards in the Cost-of-Capital Formula”—Wilson T. Seney 
“Newspaper Unit Costs in Action’’—W. J. Pennington 
“Cost Allocation’’—Burnell H. Miller 


‘Measurement and Control of Distribution Costs’ — 


“Direct Costing’’—Peter M. Chiuminatto 
“What Does the Bank Controller Control ?”’—Hugh H. Wallace 
“Aggregation of Gas and Oil Properties’ — 


“Simplification and Classification as a Tool of Management”. — 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York I6, New York 


Please add city sales tax if order is for New York City delivery 


business activity will then resume its up- 
ward course. 

The economic philosophies of both po- 
litical parties, to judge from the economic 
reports, are more or less alike, although 
there are certainly differences in emphasis. 
Both parties stand squarely on the prin- 
ciple of private enterprise, and no one of 
importance in either party favors the na- 
tionalization of any sector of industry. 
The economic policies of the Government 
are dominated by the Employment Act of 
1946, which imposes on the Government 
responsibility for preventing sharp swings 
in business activity and large-scale unem- 
ployment. The foreign policy of the 
United States is, on the whole, bi-partisan, 
and the same applies to the farm policy. 
Both parties are in favor of maintaining 





strong defenses, not only in this country 
but in the rest of the free world as well, 
Many Republicans as well as many Demo. 
crats are opposed to the farm program pre- 
sented by the Secretary of Agriculture. 

The campaign and the election could 
have a psychological impact on the equity 
and bond markets, but in this case also the 
impact is bound to be only temporary, 
There is some difference of opinion be- 
tween the two parties as regards taxation. 
There is a stronger tendency among Dem- 
ocrats to reduce taxes for people in the 
lower-income groups, while among the 
Republicans the tendency is more toward 
a general reduction in tax rates. But even 
in this respect party lines are often broken, 

Credit policies will in all likelihood be 
the same irrespective of the outcome of 
the election. The Federal Reserve Board 
has shown a high degree of independence 
from political pressure, and its policies, as 
in the immediate past, will be guided pri- 
marily by economic conditions, the move- 
ment of commodity prices, and the state 
of employment. Although much has been 
said about the different approaches of the 
two parties toward debt management, the 
ultimate result is about the same. The 
handling of this problem, also, has been 
determined more by economic conditions 
than by preconceived ideas. 

There are both strong and weak factors 
which will have an impact on business ac- 
tivity in the United States in the near fu- 
ture. The strong factors are, briefly: 


1. The large amount of unfilled orders 
for all kinds of producer’s goods; 

2. The large volume of commercial and 
industrial construction ; 

3. The accumulation of inventories; 
and 

4. Rising disposable income. 


The short-run weak factors are: 


1. The decline in automobile produc- 
tion ; 

2. The decline in home starts; 

3. The possibility that inventories may 
soon be declining; and 

4. Uncertainty as to the attitude of 
labor. A prolonged strike, at a time when 
repayment of debt is bound to be heavy, 
could have an adverse effect on the de- 
mand for goods. Sales could decrease 
rather rapidly and the liquidation of in- 
ventories could be speeded up. 


While differences in outlook and - 
proach to the solution of economic pro 
lems do exist, the broad economic policies 
of both parties are similar. The election 
could have a temporary psychological ef- 
fect on security markets and business ac- 
tivity and could also influence the shape of 
the business pattern. In the long run, 
however, business activity will be domi- 
nated by the forces operating in the econ- 
omy, which will not be influenced much 
by the outcome of the election. 
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Oalional Machines save us $843,000 a year... 


Return 133% annually on the investment 


NEW YORKER THE STATLER 


New York New Yark New York 


SHAMROCK HILTON 
Houston 


STATLER HILTON 
Dallas 


CASTELLANA HILTON 
rid, Spain 4 


BEVERLY HILTON 
Beverly Hilts 


ISTANBUL HILTON 
istanbul, Turkey eP 
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WALDORF-ASTORIA CONRAD HILTON PALMER HOUSE 


Chicago Chicogo 


, 
CARIBE HILTON 
Puerto Rico 


HILTON 


HILTON HOTELS, world’s leading hotel group, reports: 


“Giving guests the best possible service, in 
every way, is Hilton Hotels Corporation’s 
mdést important aim. As part of this pro- 
gram, we have installed National Systems 
in Hilton and Statler Hotels around the 
world. 

“These Nationals not only help us give 
better service, but it is estimated that, com- 
pared with former methods, they save about 
$843,000 a year, an annual return of about 
133% on the investment. 

“National Accounting Machines at Hilton 
and Statler front-desks keep guests’ ac- 
counts posted up to the minute and ready 
when the guest checks out. These, and our 


other National Accounting Machines, also 
provide our hotels automatically with valu- 
able information from their various depart- 
ments, thus further promoting efficient guest 
service. 

“National Food-Beverage Machines and 
Cash Registers speed service to guests while 
giving firm control that enforces accuracy 
in handling all transactions. And National 
Adding Machines, too, repay their cost 
many times in saving of time and effort.” 


r no Treasurer and Comptroller 


HILTON HOTELS CORPORATION 


THE NATIONAL CASH REGISTER COMPANY, vayrron 9, on10 


989 OFFICES IN 94 COUNTRIES 


HILTON HOTELS IN THE U. S. 


EASTERN DIVISION—In New York City: 
The Waldorf-Astoria, The Plaza, The New 
Yorker and The Statler. In Washington, 
D. C.: The Statler. In Boston: The Statler. In 
Buffalo: The Statler. In Hartford: The Statler. 


CENTRAL DIVISION—In Chicago: The 
Conrad Hilton and The Palmer House. In 
Detroit: The Statler. in Cleveland: The 
Statler. In Columbus: The Deshler Hilton. 
In Dayton: The Dayton Biltmore. In St. 
Louis: The Statler. 


WESTERN DIVISION—in Beverly Hills: 
The Beverly Hilton. In Los Angeles: The 
Statler. In Houston: The Shamrock Hilton. 
In Dallas: The Statler Hilton. In Fort 
Worth: Hilton Hotel. In El Paso: Hilton 
Hotel. In Albuquerque: Hilton Hotel. In 
Chihuchua, Mexico: The Palacio Hilton. 


HILTON INTERNATIONAL 


In San Juan, Puerto Rico: The Caribe 
Hilton. In Madrid, Spain: The Castellana 
Hilton. In Istanbul, Turkey: The Istanbul 
Hilton. Hilton hotels under construction 
in: Mexico City and Acapulco, Mexico; 
Havana, Cuba; Montreal, Canada and 
Cairo, Egypt; Under contract in Rome, 
Italy, and West Berlin, Germany. 


#TRADE MARK REG. U.S. PAT. OFF. 


CASH REGISTERS « ADDING MACHINES 
ACCOUNTING MACHINES 








ELECTRONICS IN BUSINESS: 
A Case Study in Planning at the Port of New York Authority* 


By Herbert F. Klingman 


Reviewed by J. W. HASLETT 

Manager, Methods and Procedures Dept. 
Sheli Oil Company 

New York 


Among the first executives to recognize 
a vast and interesting new responsibility 
thrust upon top management by the advent 
of electronic computers, controllers gen- 
erally have become vigorous in exploring 
how best to use the machines. The ap- 
proaches to the situation, however, have 
varied as widely as have the results. 

Designed originally for scientific calcu- 
lations, digital computers have persistently 
challenged the ingenuity of businessmen 
to adapt the processing of commercial data 
to the rapidly increasing potential of new 
equipment. The dilemma of whether to 
plunge at once or to await the experience 
of others in the use of computers for in- 
dustrial problems has been widespread. 
No body of literature has as yet come into 
being to guide the controller in a practical 
course to pursue. 

The start of comprehensive guidance 
for financial executives occurred in 1955 
when Controllership Foundation, Inc. 
published “Electronics in Business: A 
Descriptive Reference Guide.” Currently, 
the Foundation has issued “Electronics in 
Business: A Case Study in Planning at the 
Port of New York Authority.” This book- 
let is one of the first exhaustive reports 
available to the controller as a specific 
guide in the field of planning for com- 
mercial electronic computation. 

While the Port of New York Authority 
in many respects approximates private en- 
terprise in its accounting activities, it does 
not in all ways present as exact a parallel 


* Published by Controllership Foundation, 
Inc., Two Park Avenue, New York 16, N. Y. 
$4.00 ($3.00 to members of Controllers Insti- 
tute). 


for industry as might be wished. This 
case study, nevertheless, should prove of 
great value because of common denomina- 
tors of interest to controllers in many types 
of enterprise. Which computer system the 
Port Authority ultimately installs is of less 
relative outside importance than the man- 
ner in which that organization went about 
considering electronic systems for its 
tolls revenue and related accounting pro- 
cedures. 

While the technical aspects of the ma- 
chines have received much attention in 
the past decade or longer, the administra- 
tive approach to their best utilization has 
been less amply discussed. The Founda- 
tion’s present effort, prepared by its re- 
search director, Herbert F. Klingman, 
goes a long way toward filling this vacuum. 

Mr. Klingman’s study starts in Novem- 
ber of 1949, when the Port Authority first 
evidenced active interest in electronic data 
processing (EDP for short). The report 
concludes as of 1955 with the trial pro- 
gramming by the Authority of a compre- 
hensive system of automatic tolls recording 
and accounting. Actual selection and in- 
stallation of an automatic, integrated elec- 
tronic tolls recording and accounting op- 
eration, the author notes, is now dependent 
on the development of technically sound, 
economically justifiable electronic tolls 
recording and transmission equipment. 
Significantly, after six years of planning 
no final selection of specialized equipment 
for tolls accounting apparently had been 
made by the Authority as of the date of 
the Foundation report, a philosophy at 
odds with the act-at-once school of 
thought. However, a decision had been 
reached, early in 1954, to plan for a gen- 
eral-purpose computer to provide more 
flexible processing potential. A medium- 
sized general-purpose computer is now on 
order and scheduled for operation after 
acceptance tests, in September 1956. As a 
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by-product of earlier research, primarily 
pointed at tolls accounting, airport cost ac. 
counting has, however, been designated as 
the first of several other accounting opera- 
tions to be programmed for electronic 
computation. 

What the study does develop at some 
interesting length are the broad implica. 
tions of the planned approach toward deci- 
sion-making in choosing a course to fol- 
low. At the outset, initial research must 
have the support of top management of 
which “‘one or more key executives should 
know the basic facts about EDP, compre- 
hend their significance, their practical po- 
tentialities for accounting, for planning, 
managing and controlling operations of 
the business.” At the Port Authority, the 
director of finance and the comptroller 
provided this support and arranged its ex- 
tension to other key executives. As a corol- 
lary to support, the objectives and scope of 
an EDP research program, like any other 
management undertaking, ‘“‘should be 
clearly defined and thoroughly understood 
by those immediately concerned with the 
work itself.’’ There should furthermore be 
a willingness to modify the objectives and 
the program where such change is indi- 
cated by developing facts, experience or 
significantly changed conditions affecting 
the problem, the study points out. This 
principle the Port Authority observed 
when, after protracted negotiations with a 
computer firm given the pseudonym 
“Gosler,” a breakdown of business ar- 
rangements caused a re-orientation of the 
research approach and a drastic change in 
the direction of the electronics program. 

Another conclusion which can be ap- 
plied by any company having a computer 
program prescribes the fixing of responsi- 
bility for planning and providing author- 
ity, staff and resources to put the program 
into action. On this point, the study says: 

“This suggests the desirability of as- 
signing prime responsibility for the EDP 
research and planning to a top-level ex- 
ecutive whose other responsibilities are of 
an interdepartmental nature. The special 
characteristics of EDP indicate the desira- 
bility of cutting across functional and de- 
partmental lines in an effort to maximize 
the potential tangible gains to the business 
as a whole. 

“Such assignment would co-ordinate the 
research, increase the probability of ap- 
proaching the problem from a point of 
view not confined to a single operation or 
department, and should facilitate resolu- 
tion of any ‘jurisdictional’ tensions or 
other difficulties which might develop in 
studying and planning for such a revolu- 
tionary concept and technique of process- 
ing. This is particularly true where the 
possibility is considered of integrated proc- 
essing of related data, without regard to 
their origin, existing responsibility for 
processing various segments of data, or of 
the flow of reports based on various seg- 
ments of related data.” 
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The initiative in the computer program 
having been taken by the Port Authority 
Comptroller's Department, assignment of 
the specific EDP job to the Methods and 
Procedures Division of the department ap- 
peared logical, since it crossed functional 
lines and was, of course, objective. The 
staff of the Division selected to carry out 
the program had already established com- 
petence in systems work and was familiar 
with the existing systems to be considered 
for EDP. The group was also aware of the 
abilities and limitations of EDP equip- 
ment generally. 

In his summary Mr. Klingman urges 
companies to avoid moving too fast in any 
specific direction at early stages of the 
study. He cites the need for developing a 
good working understanding of what is 
going on procedurally and for putting 
down in writing a concise description of 
the work flows. The approach of working 
toward the ultimate aims is evidenced by 
the following comments: 

“Finally, though the research and plan- 
ning must be in terms of specific opera- 
tions or must be worked out, at least, in 
specific program steps, it is extremely im- 
portant, if potentialities of EDP are to be 
maximized for any business, that these 
efforts be effectively co-ordinated and that 
general direction and co-ordination be on 
the basis of a broad perspective, or the 
long look of things. With the pressures of 
the immediate tasks of analyzing specific 
operations or phases of operations and, 
even more, of programming operations 


for processing on a computer, it becomes 
easy to lose the broad perspective. The im- 
portance of keeping the broad, ultimate 
objectives in mind and of working toward 
them concurrently with meeting the spe- 
cific demands of day-by-day activities has 
been effectively pointed up by the Port 
Authority's Comptroller in a memoran- 
dum to various interested executives. After 
reviewing the status of the Authority's 
program for processing specific accounting 
operations electronically, the memoran- 
dum continues as follows: 

‘I believe that we should at all times 
have before us the objective of a com- 
pletely integrated data-processing system 

. the objective . . . of having initial 
source data automatically handled and 
processed to the final end-product. As an 
example, the typing of a voucher jacket 
with all attendant details would start the 
process under which the information 
would be automatically registered in some 
form of input media, which in turn would 
be automatically fed and stored and ulti- 
mately be represented by the automatic 
printing of a check, voucher register, ex- 
pense distribution ledger, accounting en- 
tries, summaries and reports, cost state- 
ments, etc.’ ”’ 

Perhaps the message most vital to busi- 
ness and industry for their future competi- 
tive survival is to be read between the 
lines of the Foundation’s report. That 
message is: Those who plan administra- 
tively have the operational advantage and, 
therefore, the edge on profits. 


SUCCESSFUL PRODUCTION 
AND CONTROL—FROM 
FORECAST TO FINAL 
DELIVERY* 


The successful company is one which 
considers carefully where it wants to go, 
why it wants to go there, and how and 
when it can get there. In such a company, 
the production department must deter- 
mine ways of meeting the indicated pro- 
duction goals as efficiently, economically 
and flexibly as possible. This new AMA 
special report deals in detail with the 
principles of planning and controlling 
production. It reports on the special tools 
and techniques which have proved success- 
ful in a variety of industries. 

Operating executives directly concerned _ 
with various aspects of production plan- 
ning and control describe how they suc- 
cessfully meet the problem of rising man- 
ufacturing costs, plan for fluctuating de- 
mands, and allow for new product and 
process development. The topics include: 
organizational problems, budgets, inven- 
tory, quality control, etc. The contribu- 
tions and responsibility of individuals 
concerned with the manufacturing process 
are discussed. A final section presents four 
actual case histories which show different 
kinds of company approaches to produc- 
tion planning and control. 


* Published by the American Management 
Association, 1550 Broadway, New York 36, 
N. Y. $5.50. 
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cw in the field of 
N __ Operations Research: 


Operations 
Research 


for Management 


e Case Histories «+ Methods 


e Information Handling 
Edited by 


Joseph F. McCloskey and John M. Coppinger 


Now Volume Two, Operations Re- 
search for Management, brings to 
the executive and technical reader a 
wealth of up-to-date case histories, 
showing operations research in ac- 
tual use, and detailed discussions of 
the newest operations research meth- 
ods. In addition, there is a special sec- 
tion on Information Handling in Or- 
ganized Groups. This unique section 
alone will be worth the price of the 
book to many people in management 
and research. For all those connected 
with the newest and most rapidly ex- 
panding management science, this 
book will be of specific and long-con- 
tinued usefulness. 

Ready May 18 600 pages $8.00 


Operations Research for Management 


VOLUME ONE 
Edited by 
Joseph F. McCloskey and Florence N. Trefethen 


“I would highly recommend this book to 
every Industrial Engineer.” The Journal of 
Industrial Engineering 

“This volume provides the first really com- 
prehensive introduction to this subject and 
is an indispensable tool of management.” 
Office Equipment News 

“, .. an outstanding contribution of the pro- 
motion of understanding with and commu- 
nication to management.” Southwest Tech- 
nical Calendar 416 pages $7.50 


Interindustry Economic Studies 
By Vera Riley and Robert L. Allen 


The first systematic classification of all the 
literature, published and unpublished, in the 
new and rapidly developing field of input- 
output or interindustry analysis. 

280 pages, Paper $2.50 
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| SERVICE TO STOCKHOLDERS 
OF THE CORPORATION* 


Most studies of stockholder relations 
tell management how it can cultivate 
| shareholders to make two grow where one 
grew before. In other words, they tell what 
executives and officials should do to win 
the confidence and continued patronage of 
investors. 

This monograph approaches the same 
| problem from the other side of the 
| counter. It- provides a yardstick for in- 
| vestors to measure whether or not they are 
being treated fairly by the management. It 
explains, for instance, why firms in cer- 
tain industries must retain a larger por- 
tion of their earnings than do companies 
| in other fields, and why paying out sums 
| which should be reserved for depreciation 
is really penalizing owners by reducing 
assets. 

Shareholders will undoubtedly welcome 
| the way in which the AIM explains, with- 

out oversimplification, such matters as 
stock dividends, stock splits, payout ratios, 
regular and extra divtlonds writedowns, 
etc. 

For the reader who is entirely allergic 
to such details, there is a chapter devoted 
to nontechnical ways in which the attitude 
of a management toward stockholders can 

| be brought to light—helping him to fee/ 
the difference between one company and 
another in which he holds stock, even 
though he shies away from balance sheets 
and Wall Street reports. 

* Published by the American Institute of 
Management, 125 East 38th Street, New York 
16, N. Y. $12.00. 
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TIONS (2 vols. fifth edition). By Arthur 
Stone Dewing. The Ronald Press Com- 
pany, 15 East 26th Street, New York 
10, N. Y. $15.00. 


| 
| THE FINANCIAL POLICY OF CORPORA- 
| 


| CONTROLLERSHIP. By J. Brooks Heckert 
| and James D. Willson. The Ronald 
| Press Company, 15 East 26th Street, 
New York 10, N. Y. $7.00. 


PRACTICAL CONTROLLERSHIP. By David 
R. Anderson. Richard D. Irwin, Inc., 
Homewood, Ill. $6.00. 


Direcr PLACEMENT OF CORPORATE SE- 
| curITIES. By E. Raymond Corey. Div7- 
| sion of Research, Graduate School of 
Business Administration, Harvard Unti- 
versity, Soldiers Field, Boston 63, Mass. 
$3.50. 
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RELATED TO ARTICLES IN THE MAY ISSUE OF 
THE CONTROLLER 


CORPORATE 
REORGANIZATIONS: THEIR 
FEDERAL TAX STATUS* 


By Robert S. Holzman 


The second edition of this study con- 
tains the full text of all relevant portions 
of the Revenue Code of 1954 and fur. 
nishes clarification for the many new pro- 
visions of that law. It discusses the new 
tests for partial liquidations, distributions 
of appreciated value property, and dis- 
tributions essentially equivalent to a tax- 
able dividend. The procedures for tax- 
free reorganizations are discussed from 
the point of view of the corporation itself, 
stockholders, security holders, creditors 
and other interested parties. 





* Published by the Ronald Press Company, 
15 East 26 Street, New York 10, N. Y. $15.00. 
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Current Consolidated Return Problems 


(Continued from page 214) 


Inventory Valuation—Elimination of 
intercompany Profits 


The regulations have long required that 
for the first year for which a consolidated 
income tax return is filed the amount of 
intercompany profit included in inventory 
must be eliminated not only from closing 
inventory (a similar adjustment is made 
throughout the consolidated return pe- 
riod) but also from opening inventory. 
No adjustment of opening inventory is, 
however, required if a consolidated re- 
turn is filed which includes a company 
for the first year of its affiliation with the 
particular affiliated group involved. 

Unfortunately the regulations deny this 
exception to a corporation becoming a 
member of the group (which was for- 
merly a related, though not an affiliated, 
company) solely by reason of the change 
in intercorporate ownership requirements 
from 95% to 80% provided in the In- 
ternal Revenue Code of 1954. The rule 
is not applied consistently where a sub- 
sidiary’s stock is bought over a period of 
years, during which time intercompany 
profits in inventories may be built up to a 
substantial amount. If such a subsidiary is 
included in the first consolidated return 
possible (as soon as 80% ownership is 
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reached), then no adjustment of opening 
inventory is required. 

The ene opening inventory adjust- 
ment, which results in effect in double 
taxation of the amount of intercompany 
profit at the start of the consolidated re- 
turn period, is only compensated for, if 
ever, in the separate return filed for the 
first year in which the company affected is 
no longer included in a consolidated re- 
turn of the same affliated group. Thus, 
adjustment for the doubly coe income 
(though not necessarily for the amount of 
extra tax paid) is long delayed and pos- 
sibly may never be made in full because 
the adjustment is limited to the lowest of 
the amount of intercompany profit (a) on 
which tax was originally duplicated, (b) 
in the closing inventory in the last con- 
solidated return or (c) in the closing in- 
ventory of the year immediately following 
the last consolidated return. 

All these rules are illustrated in the 
following example where consolidated 
returns are filed for 1954 and 1955 and 
separate returns are filed in 1956: 


1. Intercompany profit eliminated from 
amount of opening inventory at Janu- 
ary 1, 1954, included in consolidated 
return for 1954 following separate re- 
turns filed during period of afhilia- 
BI cn gbinacy ates Hel $100,000 
Tax is paid on above amount in last 
separate return filed before consoli- 
dated return, and a/so in consolidated 
return (smaller opening inventory = 
smaller cost of goods sold and there- 
fore greater taxable income) 
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. Intercompany profit eliminated from 
closing inventory at December 31, 
1955 in last consolidated return 

$60,000 

. Intercompany profit at December 31, 
1956, closing inventory in separate re- 
turn for year immediately following 
last consolidated return ... $80,000 

4. Restoration of intercompany profit in 

opening inventory at January 1, 1956 

in separate return filed for 1956, lim- 

ited to the lower of: 

$100,000 (intercompany profit at Janu- 

ary 1, 1954—Item (a), text 
of column 2), or 

$ 80,000 (intercompany profit at De- 

cember 31, 1956—Item (c), 
text of column 2) 

but in no event greater than intercom- 

pany profit at December 31, 1955 

(Item (b), text of column 2), 

Be aetna cs ou cee $60,000 

Thus, the write-down of opening in- 

ventory in the first consolidated return 

is recovered only to the extent of $60,- 

000, and duplication of tax on $40,000 

of that write-down remains uncor- 

rected. Moreover, if the intercompany 

profit in inventory at December 31, 

1956 were only $45,000 then an even 

greater portion of the double tax 

would not be recouped, as follows: 

Intercompany profit at Jan- 


we 


ee re $100,000 
Inventory profit at Decem- 
bet SU S95 One. ose 55cc. oe 45,000 
Amount on which tax is 
eee oer $ 55,000 


It should also be noted that correspond- 
ing limitations are provided with respect 
to intercompany losses in inventory. 

A far simpler rule would appear to be 
to allow intercompany profit to remain 
in opening inventory for the first year in 
which any company is included in a con- 
solidated return (an alternative proposal 
would be to allow a refund, for the last 
separate return year preceding the con- 
solidated return, based on the amount of 
intercompany profit in inventory now re- 
quired to be eliminated). Then, follow- 
ing a consolidated return period, a tax- 
payer would be required to use as the 
Opening inventory in the first separate 
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return filed by it the amount used as clos- 
ing inventory in the final consolidated re- 
turn in which its income is included. 
While these proposals do not overcome 
the theoretical objection that each year’s 
income should be stated as accurately as 
possible, they do appear to provide basi- 
cally for far simpler rules. In addition, 
they have the further advantage that there 
would never result either duplicate in- 
come or deduction of duplicate losses. It 
is to be hoped that the Treasury may see 
fit to modify the provisions now found in 
the regulations. 


Limitations Arising Out of Losses Availed 
of in Consolidated Returns Filed 


Serious limitations may arise in a situa- 
tion where an affiliated group files a con- 
solidated return in which a net operating 
loss or a capital loss of one of the sub- 
sidiaries is deducted from consolidated 
net income. If in a subsequent year, stock, 
bonds, or other obligations of the member 
that had the previous loss are sold by an- 
other member, then what is known as an 
“adjustment for losses availed of’’ must be 
made to reduce the tax basis of the securi- 
ties sold. The intended purpose of this ad- 
justment is to prevent the same loss from 
being deducted twice, once as an operating 
loss and once as an increased loss (or re- 
duced profit) on disposition of the sub- 
sidiary. Without discussing details of 
computation of the adjustment, it would 
appear advisable to note several points 
with respect to its application. 

One interesting point is that for certain 
years set forth in the regulations adjust- 
ment for losses availed of need be made 
only for the purpose of reducing losses 
on notes or other obligations (but not to 
increase gains arising out of such debts). 
For other years, and in all transactions in- 
volving stock of the subsidiary, the ad- 
justment must always be made regardless 
of whether a gain or a loss is involved. 
Special rules apply to open account in- 
debtedness and to debts between affiliated 
companies. 

Also, since adjustments for losses 
availed of are made only when the stock, 
bonds, or other obligations are disposed 
of, losses of prior years may be required 
to be offset against later additions to the 
tax basis (despite the fact that if the ad- 
justment had been made at the time the 
losses were sustained the tax basis would 
have been reduced as a result of such ad- 
justment to, but not below, zero). Thus, 
even though the tax law does not gener- 
ally recognize a “negative basis,” the 
application of this adjustment appears to 
produce the same result as though a nega- 
tive basis had in fact existed for a period 
of time. For example, assume an invest- 
ment of $1,000 made by parent company 
P in stock of subsidiary company $ in 
1950. During 1951, S loses $1,500, which 
is fully availed of in a consolidated return 


(Continued on page 236) 
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How much did YOU budget 
for EMPLOYEE DISHONESTY? 


You budget other items . . . figure them to the penny . . . but when 
it comes to possible dishonesty losses . . . that’s another matter! 


YET THESE ARE THE FACTS: 


Employee dishonesty costs American Business more than half a 
billion dollars a year! 


Insured losses alone cost bonding companies more than $20 
million yearly! 

Hidden, sleeping shortages have been known to grow for more 
than 20 years with their final discovery wiping out the business. 
But only 1 out of 10 businesses is now protected against such 
losses—and the cost of this insurance protection is often less 
than a dime a day per employee! 


This essential protection for your business can be arranged promptly 
by the American Surety Agent in your community. He'll be glad to 
have one of our Business Protection Specialists help you reduce the 
opportunities for employee dishonesty. This valuable service involves 
no cost or obligation. 


Why not call our agent today — or write our Agency 
Department for his name 


HELPFUL BOOKLET: “Safeguards against Em- 
ployee Dishonesty in Business” offers practical 
suggestions to protect your business. Jointly pre- 
pared by the American Institute of Accountants 
and the Surety Association of America, it is espe- 
cially valuable to businessmen. A copy is yours 
for the asking on your letterhead. 


AMERICAN SURETY 


FIDELITY + SURETY + CASUALTY ~ INLAND MARINE 
COMPANY HOMEOWNERS + ACCOUNTANTS LIABILITY + AVIATION 


100 Broadway, New York 5, New York 
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Chicago firms save man hours with 


New Baltimore Business Form 


New form does work of four! Top 
executives of 3 Chicago firms, repre- 
senting manufacturers, called in their 
Baltimore Business Forms specialist 
to solve an operating problem. To- 
gether they came up with a plan to 
slash costs. The Baltimore Business 
Forms specialist designed a form that 
combines four steps in one. 

Since these firms carry no stock, 
they have to acknowledge the order 
place the order with the manufacturer 
they represent—dill their customer 
and finally file a record of the sale for 
sales analysis work, reordering, etc. 
In the past each of these steps, dic- 
tating and typing, was done sepa- 
rately. Now one typist handles all 


jobs at once. These forms are designed 
so that only the information pertain- 
ing to the specific receiver goes on 
his copy. 

It takes experienced ‘‘system- 
planners” to produce money-saving 
results. Baltimore Business Forms 
has a competent staff of experts who 
have satisfied thousands of business 
houses. And because this line is 
complete, you get unbiased recom- 
mendations along with unmistakable 
proof that your business form prob- 
lems can be solved. 

Write for free samples to: THE 
BALTIMORE BusINESS Forms Co., 
Dept. A, 3140 Frederick Ave., 
Baltimore 29, Maryland. 


The Baltimore Business Forms Company 





(THE BALTIMORE SALESBOOK COMPANY) 
Saving time and reducing costs in business and industry 
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Current Consolidated 


Return Problems 
(Continued from page 235) 


filed for 1951. If the stock of S were sold 
at that time for $1,200, a gain of $1,200 
would be taxable to P. The basis used in 
computing such gain would have been re- 
duced to, but not below, zero ($1,000 
minus $1,500). However, assume that jn- 
stead of selling S, P invests $600 more in 
S in 1952. If the stock of S is then sold 
for $1,200, P will apparently have a profit 
of $1,100, the basis used in this calaula- 
tion being only $100 ($1,000 plus $600 
minus $1,500). Because of the application 
of the losses availed of adjustment on a 
cumulative basis up to the date of disposi- 
tion, an additional $600 investment ap- 
parently gives, in this case, only $100 of 
additional tax cost. 

Liquidation of a subsidiary which has 
at some time been included in a consoli- 
dated return, whether or not the liquida- 
tion takes place during a consolidated te- 
turn period, will normally be nontaxable 
(as is the case generally with respect to 
liquidation of a subsidiary). However, in 
certain limited situations such liquida- 
tions, to the extent set forth in the regula- 
tions, may give rise to a taxable event in 
which case (comparable to the situation 
where the subsidiary is sold or otherwise 
disposed of) the adjustment for losses 
availed of is required to be made. In ad- 
dition, certain bad debt losses with re- 
spect to former affiliates are not allowable 
during a consolidated return period but 
are allowable, subject to various adjust- 
ments including those discussed above, in 
a separate return. 


Accounting Methods Used Where 
Consolidated Returns Are Filed 
Generally, consolidated taxable income 
is computed by combining all the opera- 
tions of each affiliated company after 
elimination only of those intercompany 
items which have an effect on the con- 
solidated taxable income and those giving 
rise to intercompany profits and _ losses 
which have not been realized in final 
transactions with companies outside the 
group. However, because various limita- 
tions are computed as a percentage of net 
income, the effect thereon of consolida- 
tion should be carefully considered be- 
fore deciding whether or not to file a con- 
solidated return. Thus, for example, the 
charitable deduction limitation is com- 
puted on the basis of aggregate consoli- 
dated income. In another situation, the 
special deduction allowed a Western 
Hemisphere trade corporation is computed 
on the portion of consolidated income at- 
tributable to that corporation, not on its 
separate taxable income. 
While there is a general provision that 
all companies entering into a consolidated 





return should use the same accounting 
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methods (similar to the requirement, 
which is uniformly observed, of having 
the same fiscal year end), this provision 
is interpreted strictly only in the case 
where intercompany transactions are af- 
fected by such accounting methods. 

A special provision of the regulations 

-rmits, with the consent of the Commis- 
sioner, treatment of intercompany sales as 
sales to companies outside the group. This 
may be done only with respect to sales in 
the normal course of business between 
members of the group. For example, sales 
of inventory by one affiliate to the other 
may be eligible for such treatment. Sales 
and exchanges of capital assets and busi- 
ness fixed assets (Section 1231 assets) 
are specifically excluded. The effect of this 
provision is that no elimination is made 
of intercompany profits (or losses). The 
advisability of seeking such treatment 
should be given careful consideration by 
any group before it files its first consoli- 
dated return, particularly where the re- 

uired opening inventory adjustment (see 
Tienion above) may present a problem. 

Another provision of interest permits 
an afhliated transferee of depreciable as- 
sets during a consolidated return period 
to treat such property in the same manner 
as would have been permissible if the 
transferor had continued to hold them. 
This presumably gives the transferee the 
right, for example, to continue to use 
with respect to such assets the new de- 
preciation methods permitted by the 1954 
Code, which treatment would normally 
not be possible if the transfer took place 
during a separate return period (unless 
Section 381 applied, for example, by rea- 
son of a complete liquidation). 

The regulations also permit liquida- 
tion of a newly acquired subsidiary to be 
made under Section 334(b)(2) during a 
consolidated return period, thereby allow- 
ing a change in the basis of its underlying 
assets to reflect the price paid for its stock. 
This is a departure from the general rule 
with respect to transfers of property be- 
tween affiliates during a consolidated re- 
turn period where the normal result is 
neither an increase nor a decrease in tax 
basis as a result of the transfer. 


Estimated Tax Declarations and Payments 
by Members of an Affiliated Group 
Corporations comprising an affiliated 
gtoup may file separate declarations of 
estimated tax, in which case the usual 
$100,000 minimum is available to each 
corporation. Or one consolidated declara- 
tion may be filed, in which case only one 
$100,000 minimum is allowed to the 
gtoup, which is treated for this purpose 
as One corporation. This choice is avail- 
able whether or not a consolidated return 
was filed for the immediately preceding 
year, and whether or not a consolidated 


(Continued on page 238) 
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cuts duplicating costs °70,000 a year 
at UNITED FUEL Gas Co. 


CHARLESTON, W. VA. 
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More than 80,000 offset paper masters prepared last year ! 


Fast and efficient communications between departments 
play a lead role at United Fuel Gas Co. and its Columbia 
Gas System affiliates with headquarters in Charleston, W. 
Va. When companies grow as rapidly as these have in 
recent years to meet the enormous demand for natural gas, 
the circulation of important documents demands increasing 
priority. 

To meet the accelerated requirements of paper duplica- 
tion work, United installed XeroX© copying equipment 
three years ago. Today, says a Company official, if it were 
not for versatile xerography, the utility would have to en- 
large its 1l-person stenographic pool by at least another 
dozen—just to keep pace with present requirements. 

While this saving alone amounts to an estimated $30,000 
a year, United is even more impressed at the speed with 
which vital paperwork can be produced. Nearly 20 depart- 
ments rely on xerography for fast, accurate, dependable 
copying of any kind. In one year the service section prepares 
more than 80,000 offset paper masters by xerography at an 
indicated saving of at least another $40,000—and two-thirds 
of the original documents have to be enlarged or reduced, a 
simple task by xerography. 

Versatile xerography provides the solution to your copying 
needs. Original copy may be enlarged, reduced, or copied 
same size. Masters may be made from opaque originals or 
from copy on both sides of a sheet. Let us show you with 
facts and figures how xerography can cut your duplicating 
costs for all types of paperwork. 


J 
Write for ‘‘proof of performance” folders showing how 
xerography is saving time and thousands of dol- 


lars for companies of all kinds, large and small. 





THE HALOID COMPANY 
56-74X HALOiD STREET, ROCHESTER 3, NEW YORK 
BRANCH OFFICES IN PRINCIPAL U.S. CITIES AND TORONTO 
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MANAGEMENT PLANNING AND CONTROL GUIDE: 


SUPPLEMENT NO. 1 ® 


The 1956 Supplement to the base 

book*, “Management Planning and OFF 
Control: An Annotated Bibliogra- 

phy,” which has gained iateanatenel P R ESS 
recognition as the authoritative de- 
scriptive guide to material on plan- 
ning and control, contains concise 
and informative descriptions of sig- 
nificant material published in 1955 
under the same headings as in the 
base book. 


NEW FEATURES IN THE SUPPLEMENT 
1. A detailed topical index to annotated material in the supplement. 
2. A separate index to items listed in the base book. 


132 pages $4.00 
($3.00 to members of Controllers Institute) 





*MANAGEMENT PLANNING AND CONTROL: 
An Annotated Bibliography 


A complete listing of literature on planning and control, methods of im- 
plementation, pitfalls to be avoided, and case histories published up to 
the end of 1954. This base book, exhaustive in coverage and complete in 
annotation, will lead the executive directly to the material he needs and 
save hours of time-consuming search. More than 700 entries under seven 
major topical classes. All entries are also classified by type of publication 
(magazines, pamphlets, books, etc.). Each entry is coded and cross-indexed. 


178 pages $6.50 
($5.00 to members of Controllers Institute) 


PLANNING, MANAGING AND MEASURING THE BUSINESS: 


A Case Study of Management Planning and Control 
at General Electric Company 


A second printing has been necessary because of the heavy demand from 
executives in large and small corporations who want to know: 
How planning and control can be applied to an operating unit with 
$10 million gross sales. 
How group planning and control operations utilize special staff skills 
and consulting services of the company. 
How a Product Group’s planning and control is integrated with that 
of other business components of the corporate entity. 
How General Electric looks ahead on planning itself, experimenting 
with measuring performance and appraising new techniques like 
operations research. 


62 pages $2.00 
($1.50 to members of Controllers Institute) 


CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 
TWO PARK AVENUE » NEW YORK 16, N. Y. 
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Current Consolidated 


Return Problems 
(Continued from page 237) 


return will be required to be filed (for 
example, because there has been no Sig- 
nificant change in the Internal Revenue 
Code) for the year under consideration, 
The difference between the two methods 
can result in substantially different pay- 
ments of estimated tax, not only because 
of the availability of separate $100,000 
minimum amounts where separate declara- 
tions are filed, but also because of the 
different income amounts, for the preced- 
ing year as well as the current year, which 
will enter into the required computations, 

In determining whether there is to be 
any penalty for underestimation of tax, a 
further problem may arise. If a consoli- 
dated declaration and return are filed no 
problem of the allocation of payments 
among the companies exists. However, if 
separate declarations are made, followed 
by the filing of a consolidated return, then 
the tax must be allocated by use of one of 
the methods set forth in the regulations; 
the companies may use a special method, 
as permitted by the regulations, only if 
that method is the one which has been 
elected by them and approved by the 
Commissioner for the purpose of deter- 
mining separate earnings and profits for 
each company. 

It should be noted that, where a con- 
solidated declaration of estimated tax is 
filed, the regulations require that each 
subsidiary notify the appropriate office of 
the Internal Revenue Service that its esti- 
mated tax is included in a consolidated 
declaration filed by the parent. Although 
the regulations indicate that this require- 
ment is applicable in all cases, it may well 
be that such action need not be taken un- 
less the subsidiary itself would have esti- 
mated tax for the year in excess of $100,- 
000 if computed on a separate return 
basis. If possible, it would, of course, be 
advisable to follow the rule set forth in 
the regulations. 


Importance of Some Familiarity with 
Rules Governing Consolidated Returns 


Every year each affiliated group of cor- 
porations must give some consideration, 
however slight, to whether a consolidated 
return should be filed for that year. In 
order to do so, it is essential that those 
considering the matter be familiar with 
the problems and requirements discussed 
briefly herein. 

It should, of course, be appreciated 
that this discussion cannot set forth all 
the provisions of the consolidated return 
regulations, which regulations, together 
with other related materials, should al- 
ways be consulted before resolving an 
actual problem. 
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Cost of Capital (Continued from page 210) 


each category of security may still produce 
a lower over-all cost, and vice versa. 

6. The projected return on the invest- 
ment of the new capital should always ex- 
ceed the over-all rate of return required to 
be paid to obtain such new capital. The 
sole exceptions to this rule would be 
where, because of the new or promotional 
nature of the expansion, an immediate re- 
turn equal to the cost of capital is not to 
be anticipated, but, where an unusually 
high return on the investment is indicated 
in subsequent years. 

7. High investment rating by Moody's 
Investors’ Service or Standard and Poor’s, 
as well as the financial fraternity, is usu- 
ally helpful in raising capital at the lowest 
cost. But, as pointed out above, high in- 
vestment rating should be used in modera- 
tion, for if carried to excess it may, by 
distorting capital structure with undue con- 


servatism, create such a large proportion 
of high cost capital, as to defeat the pur- 
pose of obtaining most economical capital, 
coupled with a reasonably secure capital 
structure. 

Each case must be separately evaluated, 
but a middle-of-the-road policy or golden 
mean may often prove the most efficient 
means of raising capital. High investment 
rating is not, of course, solely a function 
of capital structure, but is also directly re- 
lated to the stability of the industry and of 
the particular corporation. To some extent 
it will mirror the confidence of the invest- 
ing public in the then current general eco- 
nomic picture of American industry. For 
example, it was extremely difficult to jus- 
tify a high investment rating in 1932 or 
1933, whereas today, with the high busi- 
ness activity, liberal ratings are the rule 
rather than the exception. 


e The following members of the Finance Management 
Committee of the New York City Control of Controllers 
Institute of America participated in the preparation of this 


report: 

ELY FRANCIS 
Chairman 

BEN H. ASKEW 


Assistant Controller, 


Radio Corporation of America 
Assistant to vice president-treasurer, 


International Business Machines Corporation 


WILLARD R. CHRISTMAN 


ROBERT EMANUEL 


ALBERT N. HAWA 


Secretary-treasurer, 
Commodore Hotel, Inc. 
Controller, 

Wertheim & Company 


Assistant treasurer, 


The Colorado Fuel & Iron Corporation 


RALPH D. HEUSEL 


Vice president, 


General Telephone Corporation 


GUSTAVE S. JULIBER 


Assistant controller, 


Great Lakes Carbon Cor poration 


WALTER C. LAUT 


Controller and assistant secretary, 


North American Cement Corporation 


PAUL H. LEFEVRE 


M. A. MCMANUS 


DAVID J. MELAMED 


ELMER R. MUELLER 


WILSON T. SENEY 
WILLARD F. STANLEY 


JOHN C. TIEDEMAN 


WILLIAM J. WILCKENS 


Assistant treasurer, 
Socony Mobil Oil Company 
Treasurer, 

Lever Brothers Compan) 
Treasurer, 

Pathe Laboratories, Inc. 
(Nonmember of CIA) 
Shell Oil Company 
McKinsey & Company 
President, 

Corporate Services, Inc. 
Controller, 

Southern Clays, Inc.. 
Treasurer, 


The Northport Water Works Company 
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Save 
Your 
Transportation 
Dollars! 





| If transportation charges represent a large 


expenditure by your company, as it does 
in most, we have a money-saving mes- 
sage for you. 

For example, our rates from the East 
and Midwest to principal cities in Ala- 
bama, Florida and Georgia are from 20c 
to 40c per 100 Ibs. lower than most other 
modes of transportation. 

To give you accurate figures in dollars 


| and cents of the savings possible by using 


REPUBLIC, we will be happy to prepare a 
detailed comparison of our rates with the 
carrier you are now using. Simply send us 
the name of your present carrier, a de- 
scription of the commodities you ship, and 
the cities from and to which the merchan- 
dise is moving. 

Do it today and you will have an an- 
swer within 10 days. 
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RepuBlit| pp PUBLIC CARLOADING 


REPUBLIC IS AN INDEPENDENTLY OWNED FREIGHT FORWARDER 


HEADQUARTERS: 
168 Twelfth Ave. — New York 1, N.Y. Dept. JC 
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Establishing Policy for Financial Copy 


(Continued from page 223) 


31.” The annual report is required to bear 
the “opinion of the independent audi- 
tors.” This sets the base date of the an- 
nual report, the document, as the date of 
the auditors’ opinion or a subsequent date. 

A calendar for the current year, and a 
calendar for the ensuing fiscal year, are 
required components of the copy policy 
manual (or folder). For here we find the 
answer to the question “What is the pur- 
pose of copy policy?’ To enable the com- 
pany to tell its story right, right on time! 

So far our copy policy has come up with 
answers to only five direct questions: 
Name? Address? Age? Line? Purpose of 
copy policy? But it has raised a host of 
other questions and suggested the answers. 
To gain perspective for our future pro- 
gram, we must take a position back of the 
beginning of the institution. So we set up 
as a separate feature, but yet as an integral 





DIRECT COSTING 
SIMPLIFIED 


Have Your President Write For 
“Facts For Profit Management.” 


McCORMICK & COMPANY 


Consulting Management Engineers 
Park Building Yonkers, N. Y. 











STURGIS 
1885-G 


with scuff-proof, noiseless, 
self-leveling fiber glass base 


for executives who like the 
comjort of a hig back and seat 
of foam rubber over springs 


POSTURE 
CHAIRS 


\ 


THE STURGIS POSTURE CHAIR COMPANY 
Sturgis, Michigan 
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part of the copy policy, a chronology. It 
begins in 1910 and extends into the in- 
definite future. It signals immediately a 
milestone just ahead—‘SOth Anniver- 
sary.” 

It is apparent and imperative that we 
must immediately compile Appendices A, 
B and C, which are histories of present 
Tri-I Divisions Able, Baker and Charlie, 
from the respective dates of founding to 
the date of merger into Tri-I. Really to 
know the business of Tri-I, it is necessary 
to know the history of the constituent 
companies. For Tri-I has acquired, accord- 
ing to Webster's definition, “capacity of 
succession” to “rights or liabilities, or 
both” as “authorized by law” of each of 
the three constituent companies. 

The compilation of these histories can 
be an interesting and profitable enterprise. 
It is almost certain that a good idea or 
two have fallen into disuse—a trade mark, 
or a patent, or some other tangible propri- 
etary “right’””—and can now be resurrected 
and raised into even higher status than 
was possible before. Proprietary ‘‘liabili- 
ties,’’ too, may be discovered and their still 
livid scars may call for immediate action 
to effect definitive cures if possible or to 
apply a cosmetic corrective, if not. In total, 
the chronicle should add up to a current 
“situation survey’’ of present Tri-I public 
relations posture. 


MANAGEMENT 


“Control” is the unifying principle that 
gives cohesion, integrity and direction to 
the multiple powers of the corporation. 
Control is vested in incumbent manage- 
ment. Management is the board of direc- 
tors, plus all officers required to be elected 
by the board of directors. This excludes 
titular offices, made “by appointment.” By 
the same token, an officer who is also a 
director possesses more power than either 
an officer or a director. 

The corporation has financial manage- 
ment. Financial management has as its first 
mission ‘“‘surveillance for control.” This 
mission is accomplished by plan, policy 
and program. These pack massive power, 
like an iceberg on the move. Financial 
public relations is the visible peak of the 
iceberg. 


SHAREOWNERS 

The shareowners elect the board of di- 
rectors. Copy policy now looks at ove unit 
of the element of which the principle of 
control is compact, a single share of stock. 
Like an atom, this is'a unit of energy, and 
voting power is its nucleus. Tri-I, the copy 
policy spells out, has 1,000,000 shares of 
common stock, each share having a par 
value of $1. Each share authorized is also 


outstanding, and this one issue constitutes 
the whole capital structure. (Where other 
securities are outstanding, either with the 
public or through “private placement,” 
the whole capital structure must be can- 
vassed for stipulations that restrict or in 
certain circumstances might restrict the 
rights of the voting stock; but here the 
concern is with simplicity. ) 

Voting is cumulative and there are 12 
directors, all elected for a term of one 
year. Each share packs plenty of power, 
ranging from one vote for each of 12 di- 
rectors to 12 votes for one director. 

The stock has pre-emptive rights. Any 
change in capital structure is at the suffer- 
ance of the shareowners, but here the 
stockholder also owns “‘first refusal’’ rights 
on any new financing that may be pro- 
posed. 

Each shareowner of record, whether he 
owns one share or tens of thousands of 
shares, is entitled to receive one copy of 
the annual report, notice of annual meeting 
of the stockholders, proxy statement, and 
proxy. Together, these constitute the “‘doc- 
uments of franchise.’ Theoretically, they 
also constitute the whole of the required 
financial public relations program. For 
practical reasons, the program is much 
more extensive and, if properly conducted, 
more than pays for itself through “values 
added by distribution.” 

The documents of franchise have a dis- 
tinguished hallmark: The imprimatur of 
the board of directors. The annual report 
also bears the “opinion of the swegeatins 
auditors.’’ Interim reports and releases do 
not usually enjoy either distinction. 

The shareowner of record may not be 
the beneficial owner. He may be, and now- 
adays increasingly is, a surrogate duly ap- 
pointed by the beneficial owner. Stock 
held by nominees and brokers may num- 
ber only 10% of all the shareowners of 
record, and yet represent as much as 30% 
or 40% of all the shares outstanding. The 
nominee may be that of a trust company, 
and the trust company may be the cus- 
todian for a mutual fund owning many 
thousands of shares on behalf of tens of 
thousands of shareowners of its own. 


THE INVESTMENT MIDDLEMAN 

Copy policy here takes note that finan- 
cial public relations has both a “‘lay”’ and 
a “professional” readership. Security ana- 
lysts, investment managers, investment 
dealers, brokers, all are persons of high 
skill and all releases must be edited up to 
their varied skills. Hence the emphasis on 
“tremendous trifles.”’ 

Tri-I common is listed on the New 
York Stock Exchange, not really, let it be 
emphasized, but for present purposes only. 
This is not a casual relationship. It is 


THE CONTROLLER * MAY, 1956 





formal, | 
effect on 
quireme! 
cial publ 
of prote 
to the sh 
Jationsht 
the “im 
dal com 

Obvic 
the chi 
which 
turnove! 
age of 
may en 
all othe 
readily 


cure acc 


SECURI 
EXCHA 
The 
man-sh 
and has 
surveill 
vestme! 
cial as} 
every Si 
require 

In 
and re 
goes if 
the inc 
cated s 
the ec 
Opera 
And S 
be adc 
materi 


“THE | 

Fin: 
with f 
the st 
intere: 
respec 
owner! 
and ¢ 
to gl 
ready 
and a 
and a 

Tri 
way C 
The |} 
are, 1 
them. 
nanci 


the f. 


COM 
TI 
ratio’ 
func 
ship, 
and 
the ¢ 
Ey 


THE 





utes 
ther 

the 
nt,” 


-an- 
tin 





formal, and the relationship continues in 
effect only so long as certain minimum re- 
uirements continue to be fulfilled. Finan- 
cial public relations is the sovereign means 
of protecting and promoting the benefits 
to the shareowner inherent in a healthy re- 
lationship between the corporation and 
the “investment middlemen,” the finan- 
cial community. 

Obviously, this has to do with one of 
the chief values of equity investment, 
which is marketability, and when annual 
turnover falls below a reasonable percent- 
age of all outstanding shares, delisting 
may ensue. Meanwhile, listed securities, 
all other things being equal, are more 
readily available for use as collateral to se- 
cure accommodation bank loans. 


SECURITIES AND 
EXCHANGE COMMISSION 

The management-investment middle- 
man-shareowner relationship is triangular 
and has as its moderator the SEC. SEC has 
surveillance over the business of the in- 
vestment middleman, and over the finan- 
cial aspects of the business of Tri-I. At 
every step, as the copy policy evolves, SEC 
requirements must be written into it. 

In many important areas, SEC statute 
and regulation spell out the “what” that 
goes into copy policy. Take, for example, 
the income statement. The old-style trun- 
cated statement that began deep down in 
the echelons with “Gross Income from 
Operations” is out and “Net Sales’’ is in. 
And SEC regulations require that “Notes” 
be added to financial exhibits to disclose 
material facts. 


“THE FACTS, MA‘AM, JUST THE FACTS!” 

Financial public relations is concerned 
with facts only. Its function is not to make 
the sory interesting but to make the facts 
interesting—interesting in terms of the 
respective and common interests of share- 
owners, employes, customers, suppliers 
and community. Copy policy is designed 
to glean the facts and have them ever- 
ready for use. Copy policy is a catechism 
and a dictionary. It consists of questions 
and answers and of definitions. 

Tri-I was created to demonstrate one 
way of going about it. That’s the easy way. 
The hard way is to take the facts as they 
are, isolate them, identify them, organize 
them, marshal them; the remainder of fi- 
nancial public relations consists in giving 
the facts gainful employment. 


COMPILERS OF COPY POLICY 

The integrating principle of the corpo- 
tation is financial control. The integrated 
function of financial control is controller- 
ship, with all necessary powers, authorities 
and responsibilities vested in the office of 
the controller. 

Every action and every transaction made 


(Continued on page 242) 
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You've a Date in Dayton... “Fy 





CONTROLLERS INSTITUTE 


May, 20-22 


SPONSORED BY THE DAYTON CONTROL 


Program 


p.m. Registration and Reception for members 
eve. Buffet Dinner for members and their ladies 


MAY 21 
a.m. Annual Meeting of members 
General Session: AUTOMATION AND ITS EFFECT UPON BUSINESS 
—James A. Dollard, manager, Customer Administrative Program, 


Dept. of Education, International Business Machines Corp. 


noon Luncheon: AN ECONOMIST’S VIEW OF BUSINESS—Dean Arthur R. 
Upgren, Amos Tuck School of Business Administration, Dartmouth 
College 

Trip to Standard Register Plant: TAKING THE MYSTERY OUT OF 


INTEGRATED DATA PROCESSING—P. B. Garrott, director, Applica- 
tion Research, Standard Register Company, Dayton, Ohio 


p.m. 


eve. Banquet: HUMOR—A BUSINESS ASSET—Reverend Laurence H. Hall, 
Rector, St. Paul’s Episcopal Church, East Cleveland, Ohio 


MAY 22 
a.m. General Session: A CASE STUDY: OVER-ALL MANAGEMENT PLAN- 
NING AND CONTROL SYSTEM FOLLOWED BY THE H. J. HEINZ 
COMPANY, PITTSBURGH, PA. 
Panel: R. B. Gookin, comptroller; F. M. Brettholle, Dept. Mgr., 
Profit Planning; L. V. Leggate, Dept. Mgr., Cost Estimating; H. W. 
White, Dept. Mgr., Cost Accounting 


noon Luncheon: PSYCHOLOGY IN ACTION—Irv Wermont 


EXTRA: Special euents far the ladies 


Biltmore Hotel . Dayton, Ohio 
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Establishing Policy for Financial Copy 


(Continued from page 241) 


by any employe at any level entails com- 
mitment, obligation and payment (or re- 
ceipt) of dollars. Before the transaction 
came the action; the powers written into 
the certificate of incorporation, policies 
implicit in actions taken by the board of 
directors, philosophy of management as 
stated in executive directives, all at the 
highest levels. The controller is officially 
involved in all these, at these highest 
levels, and he is involved down to the 
—- of the last penny, even in the 
ecision whether the annual report should 
be mailed first class or third class. 





How to EXPLORE 
PUNCHED-CARD 


METHODS 


Without Capital Investment 


Financial public relations is the exten- 
sion into the community of these aspects 
of the corporation’s business that are also 
the public's business. Wat shall remain 
private business and what ceded to the 
public domain, in what form? What office 
is better equipped to serve as moderator— 
and when the chips are down, as final ar- 
biter—than is the office of the controller ? 

A “task force” should be organized to 
get copy policy into being and a “‘stand- 
ing committee” to keep it alive, function- 
ing and enforced. To head the group: the 
controller. To act as the functionaries of 








If you are seriously thinking 
about installing punched-card 
equipment to get the speed and 
economy of automatic methods 
in your office, here’s a way to 
save time, trouble and money. 

Before you make any major 
investment, let STATISTICAL help 
you “guinea-pig”’ the proposed 
operations. Working with a 
‘“pilot’”’ set-up of your contem- 
plated installation, we can 
quickly help you arrive at the 
most practical answer for your 
needs. A preliminary exploration 
can serve to (1) confirm your 


sic 





initial thinking so you can pro- 
ceed with the installation; (2) 
prove that the work can be han- 
dled more economically through 
STATISTICAL; or (3) show that 
the job should be done manually. 

Remember, it’s easier and 
cheaper to discontinue an out- 
side service than to scrap your 
own installation. 

That’s why it’s a sound invest- 
ment to talk it over with sTATIS- 
TICAL and get a factual appraisal 
of anticipated costs. Just phone 
our nearest office. 


STATISTICAL TABULATING COMPANY 


Established 1933 * Michael R. Notaro, President 


CHICAGO 
53 W. Jackson Blvd. 
HArrison 7-4500 


NEWARK 
Nat’l-Newark Bldg. 
MArket 3-7636 


NEW YORK 
80 Broad St. 
WHitehall 3-8383 
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411 N. Tenth St. 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 





ST. LOUIS 
TABULATING 
fog Wed OT Wal, ic) 
am 441, ic) 


MAin 1-7777 


TEMPORARY 
OFFICE 
PERSONNEL 


the group: the chief public relations of. 
fice, legal counsel (house counsel, if avail. 
able) and the secretary of the corporation, 
All should be authorized to call upon out- 
side consultants for expert assistance in 
the areas of their respective duty assign. 
ments. 

Ideally, copy policy will be developed 
in phases. The core is the shareowner-in- 
vestment middleman-management relation- 
ship, on which the very life of the corpo- 
ration depends. Later, by extension, em- 
ploye, customer, supplier and community 
aspects should be developed, until the 
code is complete. 

A newly established corporation like 
Tri-I would start the program by analyz. 
ing the records of the former Able, Baker 
and Charlie companies, in order to assess 
inherited public relations values. Positive 
values, worthy of development and maxi- 
mum capitalization, would be discovered; 
and also negative values, to be either min- 
imized or obsoleted by new and improved 


Tri-I policy and practice. A long-estab- 


lished corporation, as was Able division 
just prior to merger, would start with an 
analysis of all existing ‘documents of 
franchise” for these are the epitome of 
policy. 


WHY COPY POLICY? 

In each case, copy policy is concerned 
with the future. The purpose is to tell the 
corporation’s story right, right on time. 
This is accomplished when copy submitted 
for approval already has been conformed 
with previously approved copy policy. 

Whether a financial public relations 
program shall be undertaken is a rhetori- 
cal question; the by-laws say it shall. 

When the program shall get underway 
is also a dictate of the by-laws. 

Who shall say what is to be said is 


| spelled out by statute, regulation, custom 





and by-laws. 

What shall be said is the province of 
copy policy and to give what the certitude, 
the precision, the accuracy, the timeliness 


| of when and the author of who, is the 


pu rpose. 


Summer Program at Wayne 
University Computation 
Laboratory 


Wayne University is again offering a 
summer training program of three weekly 
courses, covering: Automatic Computers 
—their application and evaluation; Elec- 
tronic Data Processing in Business and 
Government; and Applications of Com- 
puters to Engineering, Science and Indus- 
try. 

Scheduled times for these three courses 
are July 23-28, July 30-August 4, and Au- 
gust 6-11 oo Information on the 
courses may be obtained from A. W. Ja- 
cobson, Director, Computation Laboratory, 
Wayne University, Detroit 1, Mich. 
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THE MIGHTIEST 


The Comptometer doesn’t do every fig- 
ure job business calls for. But it does 
so many jobs so much better, it is in 
demand practically everywhere. That’s 
the reason Comptometer has accumu- 
lated more business experience and 
more office seniority than any other 
adding-calculating machine. 


Operators like the operating ease 
and, from results, bosses can’t help 
rating its efficiency high. Inventive 
engineers gave Comptometer Floating 


LITTLE WORKHORSE IN BUSINESS 


Touch, a synonym for operation with- 
out fatigue. Through another Compt- 
ometer first known as Direct Action, 
answers appear instantly in large read- 
able figures. The machine is unfail- 
ingly accurate. In case the operator 
does slip, signals are flashed to the 
senses—via sight, sound, touch. 


Whether this wondrous little work- 
horse can do certain jobs in your office 
better is something you may want to 
work out with the Comptometer rep- 


COMPTOMETER* 


resentative. If you’d like a demonstra- 
tion on your work, call him in. He’s in 
the Yellow Pages, or send the coupon. 


B Gentlemen: Without cost or obligation— 


(2 | want more information about the new Comptometer 
© Please arrange an office demonstration 
CO Please arrange for a free office trial 


FELT & TARRANT Mfg. Co. 
1734 North Paulina St., Chicago 22, lilinois 


Name. allt inineealiieenaelitinianinam 
Company. 
Address 


— a eS ee 

| Other products: COMPTOMETER® DICTATION MACHINE; 
{ 10-Key COMPTOGRAPH® CALCULATING-ADDING MACHINE. 
L Offices in principal cities and throughout the world. 
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Planning and Control 
Guide Supplement 

The first supplement to Controllership 
Foundation’s basic reference guide, ‘‘Man- 
agement Planning and Control: An An- 
notated Bibliography,” has just been is- 
sued. In a little more than a year since its 
publication, the base book has gained in- 
ternational recognition as the authoritative 
descriptive reference to material published 
about management planning and control. 

Supplement No. 1, entitled “Manage- 
ment Planning and Control: A Descrip- 
tive Reference Guide,” contains concise, 
informative descriptions of significant ma- 
terial published during 1955 under the 
same headings as the base book: 

Basic and General; Organization for 
Management Planning and Control; Es- 
tablishing the Goals for the Business; 
Forecasting and Related Research and 
Analysis; Planning and Related Research 
and Analysis; Budgeting and Control of 
Assets, Expenses, Operations ; and Report- 





CONTROLLERSHIP INFORMATION SERVICE | 


oteA 


ing Results and Appraising Performance. 

New features in the Supplement include 
a detailed topical index to 1955 material 
plus a separate index to all items pub- 
lished up to the end of 1954 included in 
the base book. 

Copies of the 132-page Supplement No. 
1 may be ordered from Controllership 
Foundation, Two Park Avenue, New York 
16, N. Y. at $4.00 each ($3.00 to mem- 
bers of Controllers Institute). 


This Electronic World 

A Burroughs E101 digital computer is 
being used to process commercial loan 
data. In 30 seconds it will total and prove 
the day’s transactions of brokers and deal- 
ers loans, something that took nearly an 
hour under the manual method, and in 12 
minutes it will compute the average inter- 
est rate, quarterly payments of interest on 
principal, and amount due after each pay- 
ment for a $10 million loan made for 12 
years. This latter problem would normally 





A digest of information developed by 
CONTROLLERSHIP FOUNDATION 


in answer to a reader's inquiry 


SALARY SURVEY 


About a year ago Controllership Foundation contacted 
several New York companies to get the range of annual 
salaries for certain positions. Similar information was also 
being developed by another source and the combined in- 


formation is shown below: 








Manager of 
Manager of Internal Tax 
Accounting Auditing Manager 
Company Min. Max. Min. Max. Min. Max. 

A NA NA $ 9,600 $12,600 $15,000 $20,000 
B $ 7,620 $11,000 9,600 14,400 11,700 13,500 
Cc NA NA 4,000 5,200 NA NA 
D 7,800 11,100 9,550 15,000 8,250 12,250 
E — ~- 9,480 13,320 10,920 15,360 
F —- — 8,530 11,750 9,600 13,200 
G _- --- 9,600 13,600 15,000 20,000 
H — — 9,600 13,600 11,600 16,600 
[* 20,000 24,000 12,000 16,000 15,000 20,000 


* These figures reported as salary ranges by a placement director of a 
New York executive personnel service. 
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take two men all day to figure. 

Selling for $45,000, it is estimated that 
the E101 will pay for itself in about three 
years in terms of time saved in efficiency 


of operation. 
e 


A computer is being used on an experi- 
mental basis to predict whether a stock’s 
value will go up or down. The predictions 
are limited to short terms of two weeks to 
two months in the future and do not take 
into account long-range factors such as the 
company’s strength compared to its com- 
petitors. The computer is being used to try 
to predict the “little peaks” of five to ten 
per cent, in order to take short-term profits 
when they occur. 


Executive Health 


A study of 600 executives, made by the 
Health Research Center in Chicago, IIL, 
indicates that one out of every two execu- 
tives is a sick man and doesn’t know it. 
The survey showed that 55.8 per cent of 
executives given comprehensive physical 
examinations have something unsuspected 
wrong with them, ranging from heart 
trouble to goiters. Heart and artery dis- 
eases were found in one of every six execu- 
tives examined; endocrine troubles in one 
of every seven; nervous and mental ills 
in one of every ten; gastro-intestinal 
troubles in one of every 12 examined. 


Capital Expenditure Forecast 

Business is planning outlays for new 
plant and equipment of $35 billion in 
1956, 22 per cent more than the record 
expenditures in 1955, according to the 
annual survey of Business Anticipations 
conducted from late January to late March 
by the SEC and the Department of Com- 
merce. All major industries are planning 
substantial increases in investment pro- 
grams in 1956, but the greatest strength 
indicated for investment is by manufac- 
turers, particularly the durable goods in- 
dustry and railroads. Manufacturers an- 
ticipate outlays 31 per cent higher than 
last year while railroad investment is 
scheduled to go up 42 per cent. All other 
industries show increases from 1955 of 
from 10 to 20 per cent. 


The Cost of Research 

Research and development performed 
by private industry cost an estimated $3.7 
billion in 1953, according to the National 
Industrial Conference Board. 

Some $778 million was spent in the 
electrical equipment industry and about 
$758 million in the aircraft industry. Out- 
lays in chemicals and allied products were 
$361 million and $319 million in machin- 
ery. The Board notes that nearly $150 mil- 
lion, or about four per cent of all industrial 
research and development spending, went 
for basic research in 1953. 
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Mr. M. S. DELAVAN, Controller 
Alexander Smith, Inc., Carpets & Rugs 
Greenville, Mississippi 


Alexander Smith salesmen like Traveletter System 


Traveletter 


... the better system for 
handling travel expenses, 


Descriptive Brochure on Request 


“I am glad to report that it seems to 
be working very well. We have been 
able to establish the controls on a 
mechanized basis by use of the I. B. M. equipment 
which we have and obtain a monthly distribution 
of all our traveling expenses, reductions in travel 
advances, leased car rentals and reimbursable 
maintenance expense on the leased cars. 

“In addition, we have a weekly report showing the 
status of each man’s account as to whether or not 
his drafts are ahead of or behind his expense reports. 
“I believe that our men are happy with the ar- 
rangement and I know that we can save sufficient 
personnel to at least break even if not save money 
on the entire deal. 

“I thought that you might be interested in these 
comments and what we are doing with the 
Traveletter System in our own particular case.” 
The Traveletter System reduces cash advances, 
saves accounting time, prevents lost time and lost 
orders, builds morale of salesmen. 

Used by companies employing from 1 to 1,000 
travelers, including United Aircraft Corporation, 
American Cyanamid Co., Western Electric Co., 
and many others. 


1845 


TRAVELETTER CORPORATION 6 GREENWICH 2, CONNECTICUT 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


NEW CONNECTIONS .. . 


William A. Oberholtzer (#5641-1952) 
was appointed vice president-finance of 
Delta Tank Manufacturing Co., Inc., 
Baton Rouge, La. He was formerly con- 
troller and secretary-treasurer of Black, 
Sivalls & Bryson, Inc., Kansas City, Mo. 
. . . Theodore R. Peary (#3525-1945) 
has joined Ludlow Manufacturing and 
Sales Company, Needham Heights, Mass., 
in an executive capacity. He was formerly 
controller of Pacific Mills Inc. in New 
York City. 





MR. OBERHOLTZER MR. RAY 


D. R. Anderson (#194-1933) is now 
controller of the Stanley Works, New 
Britain, Conn. . . . Wesley H. DeSellem 
(#3855-1947) is now treasurer of the 
W. J. Voit Rubber Corp. in Los Angeles, 
Calif... . M. A. Dukes (#6089-1953) 
has joined Boyd Richardson & Company 
of St. Louis, Mo., as treasurer and con- 
troller. 

D. Robert Gilmaster (#6573-1955) is 
now comptroller of Fleet Manufacturing, 
Ltd., Fort Erie, Ontario, Canada... . 
Harold F. Ray (#4039-1947) was named 
treasurer and controller of Hat Corpora- 
tion of America, South Norwalk, Conn. 
. . . George V. Myers (#5587-1952), 
formerly financial vice president of Stano- 
lind Oil and Gas Company, Tulsa, Okla., 
has been appointed general manager of 
production of Standard Oil Co. (Indiana) 
in Chicago, III. 

B. Louis Blair, formerly controller of 
Barnes Manufacturing Company, has been 
appointed treasurer of the Humphryes 





Manufacturing Co., Mansfield, Ohio... . 
M. H. Bigay, previously regional controller 
of International Business Machines Cor- 
poration, Kansas City, Mo., was recently 
named controller of the new Electric Ac- 
counting Machine Supplies Division of 
IBM with headquarters in New York City. 


PROMOTIONS .. . 

Milton A. Barlow (#3015-1944), for- 
merly vice president and treasurer has 
been promoted to executive vice president 
of Hot Shoppes, Inc., Washington, D. C. 


MR. FLYNNE 


. Robert S. Coons (#1790-1940) is 
now treasurer of Interstate Bakeries Cor- 
poration, Kansas City, Mo. He was for- 
merly assistant treasurer. . . . Robert L. 
Flynne (#6409-1954) has been elected 
vice president and treasurer of H. C. 
Smith Oil Tool Company, Compton, 
Calif. He was formerly controller. 

Walter H. Kamp (#1684-1940), for- 
merly comptroller of Bristol-Myers Co. & 
Subsidiaries, New York, has been elected 
vice president-finance. . . . Edwin Trem- 
bath has been elected treasurer of the 
Heppenstall Company, Pittsburgh, Pa. 
Mr. Trembath was formerly chief general 
accountant since 1948. . . . Dennis J. Mc- 
Namara (#740-1936) was elected vice 
president and controller of the Flintkote 
Co., East Rutherford, N. J. William Feick, 
Jr., of the same company was elected 
treasurer. . . . J. Grant McKnight (#4759- 
1949) has been appointed vice president 
and comptroller of Shirriff-Horsey Cor- 
poration Ltd., Toronto, Canada. He pre- 





THE CONTROLLER....... Pesca 


ETS ee eT ee MAY 1956 





246 





viously had been comptroller and secre. 
tary... . Donald A. Keller (#5982-1953) 
is now comptroller of the Rochester 
Division of Stecher-Traung Lithograph 
Corporation, Rochester, N. Y. Mr. Keller 
joined the company in August 1955 as 
assistant to the treasurer. 


COMPANY CHANGES... 


The Austin-Western Company, Aurora, 
Illinois, which was formerly a wholly 
owned subsidiary of Baldwin-Lima-Ham.- 
ilton Corporation, recently became a di- 
vision of the parent company. Also ef- 
fective as of the same date, C. M. Lip- 
pincott (#3378-1945) was elected vice 
president of the parent company and made 
general manager of the Austin-Western 
Division. J. A. Lewis moved from as- 
sistant controller to controller as of the 
same date. . . . E. A. Berry (#261-1933) 
has been appointed assistant to the presi- 
dent of Koppers Company, Inc., Pitts- 
burgh, Pa., and James M. Veeder (#5242- 
1951) has advanced to the office of vice 
president and manager of the Finance De- 
partment. He was assistant vice president. 

Frank J. McClean has been elected vice 
president in charge of finance and a direc- 
tor of F. H. McGraw & Co., New York. 





MR. KELLER MR. DRAGIN 


He was secretary-treasurer. R. B. Burroughs 
has been elected secretary, David Whittle- 
sey elected treasurer and Harry W. Harvey 
elected controller. . . . The White Motor 
Company of Cleveland, Ohio, recently an- 
nounced the election of J. P. Dragin 
(#5338-1951) as vice president-finance 
and Henry J. Pipp as controller. Edward 
S. Reddig (#2930-1944) has been elected 
president of the White Sewing Machine 
Corporation, a division of the White 
Motor Company. 


ADDITIONAL DUTIES .. . 

Edgar A. Gaudette (#6790-1955) has 
been elected treasurer of his company, 
Permacel Tape Corp., North Brunswick, 
N. J. He will also continue as controller. 
. . . Emerson G. Higdon (#4313-1948) 
is now vice president and comptroller of 
the Maytag Co., Newton, lowa.... 
Harvey C. Higgerson (#5365-1951), cash- 
ier of the Central National Bank, Rich- 
mond, Va., has been elected to the office 
of vice president as well. 

James L. Kendall (#5465-1951) has 
been appointed treasurer in addition to 
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MR. HIGGERSON 


being controller of Anti-Corrosive Metal 
Products Co., Inc., Albany, N. Y.... 
James A. Noone (#6018-1953) has been 
dected vice president of McNeil Labora- 
tories, Inc., Philadelphia, Pa. He will con- 
tinue as treasurer also. . . . Brenniss G. 
Iyrrell (#3871-1947) was elected execu- 
tive vice president of Whitney Chain 
Company, Hartford, Conn., and will con- 
tinue as treasurer. 


NEW DIRECTORS .. . 

Stephen A. Lipscomb, Jr. (#4568-1949), 
controller and assistant secretary, Camp 
Manufacturing Company, Franklin, Vir- 
ginia, has been elected a director of the 
company. Mr. Lipscomb is also secretary, 
assistant treasurer and a director of the 
Stocker Manufacturing Company of Net- 
cong, N. J., and controller and a director 
of Franklin & Carolina Railroad, Frank- 
lin, Va... . J. T. Cahill (#5819-1952) 
was elected a director of his company, Al- 
lied Laboratories, Inc., Kansas City, Mo. 
He is also treasurer. ...R. A. Mar- 
quardt (#5539-1951) is now a director, 
vice president and comptroller of Bell & 
Gossett Company, Morton Grove, III. 


RETIREMENTS ... 5 

Walter H. Dupka (#477-1935) has re- 
tired as a member of the New York Re- 
gional Renegotiation Board. A former na- 
tional director of Controllers Institute, 
Mr. Dupka formerly served as vice presi- 
dent of Jones & Laughlin Steel Corpora- 
tion, Pittsburgh, Pa. 


HONORS TO... 

Verl L. Elliott (#341-1934) who was 
recently honored by the Atlantic Refining 
Company, Philadelphia, Pa. upon comple- 





MANAGEMENT CONSULTANT 
(CONTROLS) 


Highly respected, Chicago management 
consulting firm has need on permanent staff 
lor experienced man to work with clients 
on studies relating to operating controls, 
manufacturing costs, budgets and _ asso- 
ciated business matters. Must have experi- 
ence either as Controller, Assistant Con- 


troller, Chief Cost Accountant, Budget 
Director, or in a related position. We are 
seeking an individual who can deal effec- 


tively with management and management 
problems, Salary commensurate with quali- 
fications. Age 35-45. This is a challenging 
opportunity with unlimited potential. Re- 
plies respected and confidentially held. 


THE CONTROLLER Box D2216 





MR. LIPSCOMB 





2 Park Ave. New York 16, N. Y. 
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MR. ELLIOTT 


tion of 35 years of service. He has served 
the company as controller since 1926. Mr. 
Elliott, a past national president of Con- 
trollers Institute of America (1940-41), 
has accepted appointment as general chair- 
man of the Institute’s 27th Annual Na- 
tional Conference to be sponsored by the 
Philadelphia Control in 1958. 


NEW APPOINTMENTS .. . 

J. A. McFadden, Jr. (#5116-1951), con- 
troller, RCA Laboratories Div., Radio 
Corporation of America, Princeton, N. J., 
has accepted appointment as the represen- 
tative of Controllers Institute on the newly 
organized Committee on Record Reten- 
tion Requirements of the Advisory Coun- 
cil on Federal Reports. The first meeting 
of the Committee was held on March 20 
in Washington, D. C. Mr. McFadden also 
is the author of ‘Organizing New Product 
Development” in the March 1956 issue 
of the NACA Bulletin. 


WRITERS ... 

William C. Jones (#5485-1952), con- 
troller, Alabama By-Products Corporation, 
Birmingham, Alabama, contributed an ar- 
ticle on “Target Areas for Lower Costs’’ 
to the April issue of the NACA Bulletin. 
Mr. Jones is a national director of Con- 
trollers Institute. . . . John D. Hersch- 
man, controller of Globe American Cor- 
poration, Kokomo, Ind., contributed an 
article entitled “Sales Analysis by Ma- 
chine” to the March 1956 issue of Office 
Executive. 


SPEAKERS ... 

John H. Goodwin, Jr. (#1210-1938), 
secretary-treasurer, Columbus McKinnon 
Chain Corporation, Tonawanda, N. Y., 
addressed one of the sessions of the Amer- 
ican Management Association's manage- 
ment course on “How We Use Our 
Budget.”” . . . Dudley E. Browne (#1259- 
1938), comptroller, Lockheed Aircraft 
Corporation, Burbank, Calif., described 
the Lockheed plan of reorganization in a 
conference session of the American Man- 
agement Association on April 23 in New 
York. Other aspects of the Lockheed man- 
agement planning and control system were 
featured in presentations by Leonard E. 
Root, Herbert G. Kimball, Norman J. 
Ream and William J. Lehmann of the 
Lockheed staff. 








American Appraisals 
avoid losses due 
to under-insurance 


Continuous American Appraisal 
Service® prevents under-insurance by 
providing current valuation facts— 
based on records that command 
respect and are always available when 
proof is needed. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 





Have You Heard About . . Have You Seen 


CONVOY “Chem-Board’’* 


RIGID, PERMANENT, INEXPENSIVE 
record storage FILES 







Chem-Board Storage Files are perma- 
nent. They cost and weigh about 50% 
less than steel; cost less than some cor- 
rugated paper files. They’re shipped 
assembled, ready for use. 
NOW-—smooth, staple-free 
fronts make them suitable 
even for “front-office” use. 
Available in letter, legal, 
check, deposit slip, tab card 
and many other sizes. 


*CHEM-BOARD IS RIGID- 
IZED CORRUGATED BOARD 
PROCESSED TO REMARK- 
ABLE STRENGTH. 


CONVOY, Inc. 


Station B, Box 216-K 
CANTON 6, OHIO 
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Wesley S. Bagby (#6739-1955), comp- 
troller, Pacific Mutual Life Insurance Co., 
Los Angeles, Calif., spoke at the Ameri- 
can Management Association special con- 
ference on electronics held in February. 
. . . Herbert F. Klingman, research di- 
rector, Controllership Foundation, and 
Harold F. Hatch, associate controller, John 
Hancock Mutual Life Insurance Company, 
Boston, Mass., are scheduled to speak at 
the first Electronic Data Processing Con- 
ference, on May 3-4, at the University of 
Alabama. The Conference is co-sponsored 
by the Birmingham Control of Controllers 
Institute, the Alabama Society of Certified 
Public Accountants, and the School of 
Commerce and Business Administration, 
University of Alabama, of which S. Paul 
Garner (#6401-1954) is dean. 

Norman E. Lang (#6057-1953), as- 
sistant to the vice president, American 
Machine & Foundry Company, New York, 
delivered an address on “Profit Planning 
with Variable Costs’ before the Dayton 
(Ohio) Society for Advancement of Man- 
agement on March 27... .G. Elliott 
Killian (#6163-1954), controller, Okla- 
homa Publishing Company, Oklahoma 
City,e Okla., spoke before the Oklahoma 
City Chapter of NACA in March. His 
subject was “Cost Determination and Cost 
Keeping for a Daily Newspaper.” 

Thomas L. Morison (#5088-1951), vice 
president, secretary and treasurer, Bentley 
School of Accounting and Finance, Bos- 


*OPPORTUNITIES*«* 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





EXECUTIVE 
vice president, controller and director with a 
background of 20 years’ experience in sales 
production and finance wishes to become 
affiliated with a more progressive company. 
Box 2209. 


CONTROLLER, ASSISTANT 
for medium-sized company 
Nine years diversified public accounting in- 
cluding auditing, accounting and taxes. Prior 
business experience with two large corporations. 
College graduate. Age 44. Will relocate. Box 
2217. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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ton, Mass., was the principal speaker at 
the April meeting of the Mohawk Valley 
Chapter of the National Association of 
Cost Accountants. . . . West Coast mem- 
bers of Controllers Institute who spoke at 
meetings of the National Association of 
Cost Accountants in March include: 
Thomas W. Parham (#4084-1947), man- 
ager, Audits, Systems & Procedures, 
American President Lines, San Francisco, 
Calif., on “Problems of Converting Man- 
ual Ledgers to Punched Cards.” . . . Os- 
wald Nielson (#5517-1952), professor, 
Graduate School of Business, Stanford 
University, Stanford, Calif., and James N. 
Kirkwood (#3551-1946), controller, Food 
Machinery and Chemical Corporation, San 
Jose, Calif., at the 1956 Discussion Forum 
at Stanford. 

Dudley E. Browne (#1259-1938), comp- 
troller, Lockheed Aircraft Corporation, 
Burbank, Calif., will address the Penin- 
sula-San Jose Chapter of NACA on May 
15. His subject will be “Are You Serv- 
ing Your Management?” . . . Kenneth 
R. Rickey (#6655-1955), vice president 
and controller, Lenkurt Electric Co., Inc., 
San Carlos, Calif., spoke to the Chicago 
Chapter of NACA on April 26 on “Do 
You Control or Report ?” 

Richard L. Johnson (#5027-1951), man- 
ager of Special Financial Projects, Central 
Controller’s Office, Ford Motor Com- 
pany, Dearborn, Mich., addressed the 
Newark, N. J., Control of Controllers 


Institute on “The Guaranteed Annual 
Wage.” . . . John S. Sturgeon (#2613. 
1943), vice president and treasurer of the 
Magnavox Co., Fort Wayne, Ind., ad. 
dressed the Richmond (Va.) Society of 
Financial Analysts. His talk was one in g 
series in which specialists will address the 
society On various aspects of the Nation's 
economy. Mr. Sturgeon is a national dj- 
rector of Controllers Institute. 


. 

CHARLES A. COHAN, Buffalo, N. Y,, 

died on January 8, 1956. Mr. Cohan had 

been president of Hens & Kelly, Inc. Join- 

ing Controllers Institute in 1948, he held 
membership certificate #4002. 


RAYMOND J. HUFF, vice president since 
1916 of the Puget Sound Bridge & Dredg. 
ing Co., Seattle, Wash., died on April 7, 
1956 at the age of 63. Mr. Huff was an 
active member of Controllers Institute 
since his election in 1943. He was the first 
president of the Seattle Control (1943-44) 
and held membership certificate #2817. 


EDWARD M. PENDERGAST, 61, died on 
March 14, 1956. He was self-employed 
at the time of his death. He held member- 
ship certificate #3201-1944 in Controllers 
Institute. 


Executive Communication Handbook Issued 


The average business executive spends 
80% to 90% of his time communicating, 
Frank E. Fischer, director of the American 
Management Association’s Course in Ex- 
ecutive Communication, estimates in ‘‘Ef- 
fective Communication on the Job,” a 
handbook on face-to-face communication 
in industry published by the association. 
Communication—trying to understand 
someone or trying to make him under- 
stand us—is the ‘‘x factor” that means the 
difference between success and mediocrity 
in the manager’s job, according to Mr. 
Fischer. “It is perhaps the highest, the 
most exacting skill of management. Possi- 
bly it is also the most neglected.” 

Management is estimated to spend more 
than $112 million a year on publications 
in the field of communication alone, Mr. 
Fischer reports. Yet ‘‘all the talk, the activ- 
ity, and the prescriptions have failed to 
build a bridge between labor and manage- 
ment, between superior and subordinate.” 
We are foundering because we mistake the 
form of communication for its substance, 
we oversimplify, we talk too much and 
listen too little. Too many executives, Mr. 
Fischer charges, see communication as a 
gimmick to be taken off the peg and used 
as needed. Too few see it as “the heart of 


all business and industrial operations, the 
most important tool we have for getting 
things done.” 

Good communication, Mr. Fischer em- 
phasizes, is good business. ‘In today’s 
highly competitive situation, a business 
may stand or fall on the basis of its pro- 
ductivity. And productivity depends more 
and more on effective teamwork—on a 
sense of participation shared by all who 
work for the company. What counts, in 
the final analysis, is not what people are 
told but what they accept. It is this concept 
of communication that characterizes effec- 
tive leadership.” 

Mr. Fischer is one of 22 authors who 
contributed chapters to the 296-page book, 
which covers every aspect of getting ideas 
across in business—to individuals and to 
groups, orally and in writing. Among the 
topics included are principles of face-to- 
face communication and of good listen- 
ing, introducing the new employe, in- 
structing him, giving orders, reprimand- 
ing, talking safety to workers, using the 
grapevine, reporting to higher levels of 
management, rating interviews, employ- 
ment interviewing, interviews with prob- 
lem employes, conference leadership, and 
public speaking. 
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